
MIUkLP
1kl

lhoiqpir nc



Zhongpin Inc Pnnual Report 2011

Zhongpin Inc ChairmansLetter 2011

Dear fellow shareholders

am pleased that the Zhongpin team achieved an outstanding year in 2011 Sales revenues grew by 54% to $1.45 billion with our chilled and

prepared pork products registering increases in both average prices and tonnage while frozen pork sales increased in price on slightly lower volume

We are committed to meeting the needs of contemporary lifestyles with Chinas favorite meat product pork by delivering flavor convenience and

variety Our philosophy and drive have helped us to stand out in changing marketplace where Chinas traditional wet markets and butchers are

being replaced by cold-chain logistics and supermarket distribution

Financial results

We had an excellent year in sales exceeding our expectations Net income increased by 10% to $64.2 billion with gross profit margin of 10.4% and

net profit margin of 4.4% Net income and profit margins were little less than we had provided in our guidance for the
year

due to market and

competitive pressures in hog and pork prices

We ended the year with cash of $135.8 million an increase of $51.7 million over 2010 and moderate debt level with debt ratio of 34.9% net debt

to total capital subtracting cash and cash equivalents Interest
coverage

for the
year was 4.2 times net interest

expense
Our moderate debt leverage

and reasonable coverage give us adequate financial
flexibility

should we need it

Building scale in changing market

We are not just one of Chinas top pork producers we have unique branded retail concept that includes our own showcase stores and branded

stores as well as dedicated Zhongpin counters in supermarkets At the end of last year our distribution network covered 20 provinces and 3428 retail

outlets The bigger our national footprint becomes the more we are investing to bring Chinese consumers range
of choices to meet their amazing

diversity of tastes Last year we launched 79 new pork products bringing our current total products to over 410 and today we have about 90 new

products under development

Chinas pork market is the largest in the world accounting for nearly 50% of global production and consumption in 2011 or 49.5 million metric tons

Chinas hog sector is 4.6 times the size of the United States To give you an idea of the
scope

and scale of changes underway in the industry the

Chinese government aims to reduce the number of hog slaughtering facilities from over 20000 to around 3000 by 2015 to encourage large producers

with hygienic facilities Modern hog operations currently represent 30% of production

To benefit from the growth opportunities in the worlds largest pork market that is in the throes of modernization and industry consolidation we will

need to continue investing for the long term As result we have put substantial resources into two areas of strategic importance processing capac

ity
and cold-chain logistics

Capacity expansion in strategic markets

In 2011 we invested $169.1 million on construction purchase of land use rights and property and equipment adding 201000 metric tons of annual

capacity for pork and pork products We brought our total capacity at
year

end 2011 to 728760 tons of chilled and frozen pork and 126000 tons of

prepared pork New production facilities came on line during the
year

for pork products at Phase of our Tianjin facility and for chilled pork and

frozen pork in Changchun Jilin province and Taizhou Jiangsu province These capacity additions give us improved ability to meet demand in key

urban markets in central China northeast China and eastern China as well as help us to meet our goal of achieving large national market share

In 2012 we will be
shifting emphasis in capital expenditures with reduced rate of capacity expansion and greater focus on making use of our

existing facilities through business innovation Nonetheless we will add 50000 tons of capacity at new production research and training complex

in Changge Henan province We also will begin work on complex in Tangshan Hebei province for pork and logistics functions that will add 102000

metric tons in capacity for chilled frozen and prepared pork products by 2013



key element of our strategy is to expand our colthchain logistics capacity We will build new cold warehouses in our lianjin location and new

cold chain logistics centers in northeast China and central China which are critical connecting points in our distribution network We expect our

logistics operation to become separate business providing both thirdparty logistics storage and distribution services and the coldchain logistics

system that is integrated into our own operations new cold chain logistics distribution center in Anyang Henan province will service thirdparty

clients We are also building cold chain logistics center at our new chilled and frozen food processing and distribution center in Kunshan Jiangsu

province near Shanghai

We are also seeking ways to maximize the use of our existing resources through new product and process developments and innovations We will be

investing about $10.5 million in by product processing plant in Changge to produce sausage casings and the raw material used to make heparin

sodium in one example of how we are working to develop higher utilization and profits from hogs our raw material We also are moving upstream

with new oint venture to improve the quality of hog breeding by supplying about 20000 premium sire boars annually to help create the high-

quality hogs for pork products

Ihe goal of our strategy and actions is simple to maximize the long term returns to shareholders and boost capacity utilization In 2012 we expect

our capacity utilization will be about 75% for our combined pork and pork products operations

The
year 201 was one of rapid growth for us leading to some pressure on margins In 2012 our focus is on sustainability deepening of our business

model and oreparing to thrive in the aggressive industry consolidation that is accelerating and is expected to be completed in about five
years

Our market growth our integrated application of science industrial proesses
and information technology to our business and our steadfast

aggres

siveness and determination have afforded us opportunities but we must continue to advance and
grow rapidly within the massive pork industry

consolidation that is happening in China Looking ahead and with the help of all our stakeholders from customers to shareholders employees and

suppliers believe Zhongpin will continue to do well for the benefit of all its stakeholders
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The statements contained in this Report that are not historical fricts are forward-looking statements within

the meaning of the Private Securities Litigation Reform Act of 1995 with respect to our financial condition results of

operations and business which can be identified by the use of forward-looking terminology such as estimates

projects plans believes expects anticipates intends or the negative thereof or other variations

thereon or by discussions of strategy that involve risks and uncertainties Management wishes to caution the reader

of the forward-looking statements that such statements which are contained in this Report reflect our current beliefs

with respect to future events and involve known and unknown risks uncertainties and other factors including but not

limited to economic competitive regulatory technologicaL key employee and general business factors affecting our

operations markets growth services products licenses and other factors discussed in our other filings with the

Securities and Exchange Commission and that these statements are only estimates or predictions No assurances can

be given regarding the achievement ofyuture results as actual results may differ materially as result of risks facing

us and actual events may dtffer from the assumptions underlying the statements that have been made regarding

anticipated events

These forward-looking statements are subject to numerous assumptions risks and uncertainties that may

cause our actual results to be materially ditjerent from any future results expressed or implied by us in those

statements Some of these risks are described in Risk Factors in Item JA of this Report

These risk factors should be considered in connection with any subsequent written or oralforward-looking

statements that we or persons acting on our behaif may issue All written and oralforward looking statements made

in connection with this Report that are attributable to us or persons acting on our behaf are expressly qualified in

their entirety by these cautionary statements Given these uncertainties we caution investors not to unduly rely on

our forward-looking statements We do not undertake any obligation to review or confirm analysts expectations or

estimates or to release publicly any revisions to any forward-looking statements to reflect events or circumstances

after the date of this document or to reflect the occurrence of unanticipated events Further the information about our

intentions contained in this document is statement of our intention as of the date of this document and is based

upon among other things the existing regulatory environment industry conditions market conditions and prices the

economy in general and our assumptions as of such date We may change our intentions at any time and without

notice based upon any changes in such factors in our assumptions or otherwise

PART

In this Annual Report on Form 0-K we will refer to Zhongpin Inc Delaware corporation as our

company we us and our

Unless otherwise noted all translations from Renminbi to U.s dollars were made at the middle rate published

by the Peoples Bank of China or the middle rate as of December 31 2011 which was RMB6.3009 to $1.00 We
make no representation that the Renminbi amounts referred to in this Annual Report on Form 10-K could have been

or could be converted into U.S dollars at any particular rate or at all On March 12 2012 the middle rate was

RMB6.3282 to $1.00

Item Business

Overview

We are principally engaged in the meat and food processing and distribution business in the Peoples Republic of

China the PRC or China We are developing what we believe is nationally recognized brand of high-quality fresh-

tasting healthy and nutritious meat and food products targeting Chinas middle class As of December 31 2011 our

product line included over 410 unique meat products including chilled pork frozen pork and prepared meats and over 25

vegetable and fruit products We sell these products on both wholesale basis to 122 fast food companies in China 136

processing factories and other purchasers and on retail basis through an exclusive network of showcase stores branded

stores and supermarket counters We currently have 15 processing plants in China located in Henan Jiangsu Jilin and

Sichuan provinces and in the municipality of Tianjin Our total production capacity for chilled pork and frozen pork is

approximately 2024.3 metric tons per eight-hour day or approximately 728760 metric tons on an annual basis In

addition we have production capacity for prepared meats of approximately 350 metric tons per eight-hour day or

approximately 126000 metric tons on an annual basis and for vegetables and fruits of approximately 83.3 metric tons per



eight-hour day or approximately 30000 metric tons on an annual basis We also have annual production capacity for

food oil pork oil of approximately 20000 metric tons We use state-of-the-art equipment in all of our processing

facilities and sell all of our products under our Zhongpin brand name

As of December 31 2011 our wholesale customers included 122 international and domestic fast food

companies in China 136 processing factories and 1423 school cafeterias factory canteens hotels army bases

hospitals and government departments As of such date we also sold directly to 3428 retail outlets including

supermarkets within China

We have an advanced logistics system that integrates transportation warehouse management and inventory

control systems as well as marketing and manufacturing As of December 31 2011 we used over 800 temperature-

controlled trucks to serve our operations and our temperature adjustable warehouse capacity is approximately 770000

cubic meters To differentiate our company from other food processing companies we believe that we have also

successfully implemented unique retail strategy that emphasizes the establishment of network of showcase stores

branded stores and supermarket counters that are exclusive retailers of our product lines As of December 2011

we had total of 162 showcase stores 1310 branded stores and 1956 supermarket counter locations

Through this strategy we have established distribution networks in 20 provinces and in the four central

government-administered municipalities of Beijing Shanghai Tianjin and Chongqing in the North East South and Mid-

South regions of China and have also formed strategic business alliances with leading supermarket chains within China

We also export our products to Europe Hong Kong as well as other selected countries and regions in Asia

We believe that the following competitive strengths enable us to compete effectively in Chinas meat products

market

The Zhongpin brand name is well recognized throughout our target markets in China

We have multi-tiered retail channels which service diverse customer base

We have established an extensive distribution network supported by our strong cold chain logistics

capabilities

We maintain strong production capabilities backed by sophisticated research and development and an

advanced quality assurance system and

We have an experienced management team

Development of Business

We are holding company and conduct substantially all of our production marketing finance research and

development and administrative activities through our indirect subsidiaries located in China We were incorporated in

the State of Delaware under the name Strong Technical Inc on February 2003 Prior to March 30 2005 we had

been engaged in the business of supplying skilled workers and engineering professionals engineers designers and

draftspersons to businesses on temporary basis From March 30 2005 to January 30 2006 we did not generate any

significant revenue and we accumulated no significant assets as we explored business opportunities as publicly held

shell corporation We entered into our current line of business in January 2006 by acquiring Falcon Link Investment

Limited holding company formed in the British Virgin Islands Falcon Link and its operating subsidiaries

located in China including Henan Zhongpin Food Share Co Ltd Henan Zhongpin

In 1993 Changge Meat Factory predecessor to Henan Zhongpin was established in China as state-

owned meat processing factory from spin-off of larger state-owned enterprise In 1997 six individuals purchased

the ownership of Changge Meat Factory in connection with privatization program encouraged by the Chinese

government and established Changge Zhongpin Food Industry Co Ltd as privately held entity In 2000 Changge

Zhongpin Food Industry Co Ltd changed its corporate name to Henan Zhongpin Food Share Co Ltd

To raise equity capital from investors outside of China the six individual shareholders of Henan Zhongpin

established Henan Zhongpin Food Co Ltd HZFC in May 2005 to hold their equity interest in Henan Zhongpin and in

July 2005 formed Falcon Link to hold their equity interest in HZFC As Falcon Link is company registered overseas as

result of its acquisition of HZFC HZFC became wholly owned foreign enterprise under the laws of China



On January 30 2006 we acquired all of the outstanding shares of Falcon Link in exchange for the issuance

by us of an aggregate of 11250005 restricted shares of our common stock to the shareholders of Falcon Link In

connection with such share exchange all of our officers and directors at that time resigned as officers and directors of

our company and new directors and executive officers were appointed As result of our share exchange with Falcon

Link which is commonly referred to as reverse acquisition Falcon Link became our wholly owned subsidiary and

we changed our corporate name to Zhongpin Inc

Our corporate organizational chart as of December 31 2011 is shown below

Changchun Zhongpin Food

Co Ltd

Individual Shareholders

In Trust
.19/o

l00%

Henan Zhongpin Agriculture and Animal

Husbandry Industry Development Co Ltd

Under the laws of China applicable at that time Henan Zhongpin was required to have at least five individual shareholders to use the word share in its

corporate name In connection with the transfer of majority of their shares of Henan Zhongpin to HZFC in May 2005 each of the six individual

shareholders of Henan Zhongpin Xianfu Zhu currently 0.85% interest in Henan Zhongpin Baoke Ben currently 0.09% interest in Henan Zhongpin

Shuichi Si currently 0.06% interest in Henan Zhongpin Qinghe Wang currently 0.06% interest in Henan Zhongpin Chaoyang Liu currently 0.07%

interest in Henan Zhongpin and Juanjuan Wang currently 0.06% interest in Henan Zhongpin entered into an agreement with HZFC the controlling

shareholder of Henan Zhongpin pursuant to which such individual shareholders irrevocably assigned to HZFC the right to Vote and all of the economic

benefits to which he is or may be entitled as shareholder of Henan Zhongpin As result of such agreements HZFC which is wholly owned indirect

subsidiary of our company is entitled to 100% of any cash dividends declared and paid by Henan Zhongpin and to vote all outstanding shares of capital

stock of Henan Zhongpin in any action by the shareholders of Henan Zhongpin

Zhongpin Inc Delaware U.S

100%

Falcon Link Investment Limited BVI

100%

Henan Zhongpin Food Co Ltd or HZFC

98.81%

Outside China

In China

InbnF00d Share Co Ltd orHenan Zhongpin

100%

Jilin Zhongpin Food Co Ltd

100%

100%

65%

Henan Zhongpin Xinda Agriculture and

Animal Husbandry Co Ltd

Zhumadian Zhongpin Food Co Ltd

Anyang Zhongpin Food Co Ltd

Henan Zhongpin Import and Export Trading Co Ltd

Deyang Zhongpin Food Co Ltd

Henan Zhongpin Business Development Co Ltd

Henan Zhongpin Fresh Food Logistics Co Ltd

Luoyang Zhongpin Food Co Ltd

Yongcheng Zhongpin Food Co Ltd

Tianjin Zhongpin Food Co Ltd

Taizhou Zhongpin Food Co Ltd

Kunshan Zhongpin Cold Chain Logistics Co Ltd

Tangshan Zhongpin Food Co Ltd



Industry Overview

The Meat Industry in China According to preliminary data contained in an October 2010 report of the

United States Department of Agriculture in 2010 the market for pork in China was the largest in the world

accounting for approximately 49% of global production and consumption In value terms Chinas overall meat

industry is the second largest sector in the countrys entire retail food market Historically the vast majority of meat

sales in China have taken place in free wet markets most of which are found in open-air markets or on streets These

markets provide venue through which customers can buy live poultry or freshly slaughtered meat produce directly

from local farmers However with the increase of living and hygiene standards PRC governmental agencies have

encouraged the replacement of open air markets with supermarkets and convenience stores and consequently the

market share of open air markets has declined In 2010 the China Meat Association or CMA put forth the China

Meat Industry Development Strategy Report for 2011-2015 which targets decrease in sales of room temperature

pork to below 50% of total pork sales in cities at or above the county level by 2015 We believe this trend will

favorably affect our chilled and frozen pork wholesale business and will result in additional customers for the network

of showcase stores branded stores and supermarket counters that retail our products on an exclusive basis

The meat industry in China is characterized by fragmentation sanitation and hygiene issues as well as social

demographic trends The meat industry is highly fragmented and supply is extremely localized with limited

distribution capability Chinas large size and under-developed transport infrastructure have made it difficult to create

national or even regional level brands in the industry

There are no governmental restrictions on the ability of foreign entities to enter the meat and food processing

business in China which has been designated as an encouraged industry for foreign investment

The Retail Meat Market The retail market for fresh and processed meat and meat products in China has grown

substantially in value during the past several years primarily due to the following key factors

Increased consumer spending power which has led to heightened consumer aspirations and the

ability of consumers to make more frequent purchases of fresh and processed meat and meat products

as well as purchases of more expensive products

Development of more integrated distribution systems and infrastructure throughout China which has

led to better distribution around the country from manufacturer to retailer

Rationalization and consolidation of the domestic industry which has improved industry productivity

and profitability and raised the level of market supply and

Increased market penetration of more organized retail outlets with chilled and frozen product display

cabinets which in turn has created larger overall outlets for fresh and processed meat and meat products

These factors have led not only to increased consumer demand but also to improvements in the ability of

meat processors and distributors to get
their products to consumers in fresher condition Meat processors also have

helped to increase demand by increasing the variety of products they are able to supply

As consumer lifestyles in Chinas cities have become busier people are finding that they have less time to

prepare meals at home from fresh products alone We believe that this has created market for more convenient

foods such as partly cooked meats processed meats and ready-to-eat meals containing meat

We believe that retail sales of frozen and chilled meat products have been growing fast over the past several

years Improvements in the retail infrastructure helped to spur growth in these sectors but the proliferation of better-

equipped stores containing chiller and freezer cabinets is only part of the equation Just as important is the success of

major players in developing and generating widespread consumer interest in new products at time when local

consumers have been looking to spend their increased incomes on more meat products Furthermore the spread of more

organized retailers into rural areas particularly through the rural retail chain store program is encouraging the use of

chiller and freezer cabinets in the countryside at time when the rural appliance rebate scheme is driving strong growth

in rural sales of household appliances especially refrigerators This is creating new markets for chilled and frozen food in

rural areas as well as new potential growth for sales of frozen and chilled meats



We believe that total sales value in the meat sector will follow similar trends to those seen in recent years

though probably at more consistent rates Overall growth rates are expected to see continued slowing as the market

matures but we expect chilled and frozen meats and prepared meat products to still experience rapid growth as

result of increased demand and continuing market penetration due to the spread of modern retail outlet chains such as

hypermarkets supermarkets and convenience stores

Business Strategy

Our long-term business strategy is to establish our company as the leading provider of meats and fresh foods

in China Our goal is to increase our market presence and to provide our customers with the highest quality freshest

healthiest most nutritious and safest meat and food products The key elements of our growth strategy include the

following

Increase our brand recognition We believe we can best achieve sustainable growth through recognizable

brand name We are focused on building leading nationally known brand name in Chinas food processing industry

To that end we intend to continue to invest heavily in building our Zhongpin brand as symbol of health nutrition

freshness and quality We plan to build our brand by implementing comprehensive brand awareness program that

will focus on advertising and promotion pricing strategies distribution channels and packaging design and

functionality In addition in order to differentiate the quality of our products from those of our competitors and to

help foster strong brand recognition with consumers we have established and implemented network of specialty

grocery stores branded stores and exclusive supermarket counters to showcase our meat vegetable and fruit products

As of December 31 2011 we had 162 showcase stores 1310 branded stores and 1956 Zhongpin supermarket

counters We believe our retail stores will create additional brand awareness that will benefit our wholesale customers

and showcase all of our products in manner that will provide consumers with an enhanced appreciation of the scope

of our offerings

Expand our market presence and strengthen our leading logistics capabilities We regard our logistics

capabilities as key to our growth strategy and believe our comprehensive plan for logistics management which

includes the integration and coordination of our transportation and warehouses warehouse management inventory

and transportation control systems together with the integration of our marketing and manufacturing efforts will

enable us to accelerate our growth by expanding our operations across China As of December 31 2011 we operated

sales offices in 132 cities in China and had warehouses in 89 of those cities including Shanghai Beijing Guangzhou

Zhengzhou Wuhan and Xian We plan to expand our network of sales offices and warehouses into up to

additional cities in China by the end of 2012 and are targeting cities with more than one million and less than three

million residents annual per capita income exceeding RMB 10000 $1587 sufficient infrastructure including

transportation and telecommunications and favorable commercial environment

Increase ourproduction capacity We plan to establish production facilities in or near major cities in

primary markets of East Northeast and North China that will increase our overall production capacity We plan to

develop capacity for chilled and frozen pork and prepared pork products as well as cold chain logistics facilities in all

of these targeted markets We anticipate that we will mainly expand our capacity through building standardized

facilities but may also explore acquisitions and leasing to further expand our capacity

Expand and optimize our product lines As of December 31 2011 our product lines included over 410

types of pork products and over 25 different categories of vegetables and fresh fruits In 2000 we established

research and development center to help us develop new processing technologies and food products We also engage

unaffihiated scientists and experts as our outside technical consultants in the development of new processes and

products Furthermore our strategic planning and marketing departments conduct market studies that seek to identify

developing trends in the meat and fresh foods industries and evaluate the ever-changing consumption patterns of

consumers in China Leveraging the information from these market studies we intend to strengthen our market

position and accelerate our growth by introducing new lines of low temperature meat products with view to

maintaining customer interest and creating new demand We also believe the introduction of new products will

broaden our product range and make it more difficult for new competitors to enter the market or to attain significant

market share As of December 31 2011 we had over 90 new products under development



Maintain our technological superiority We have pursued an integrated approach in designing our

operations and have formulated strategy to address important issues in the meat and fresh foods industry in China

such as hygiene sanitation and distribution capability that have historically hindered the development of national

brands in the industry We have purchased state-of-the-art equipment and installed production lines with the most

advanced technology in our processing plants We believe our logistics management capabilities also provide us

competitive advantage by allowing us to implement significant modifications in our logistics systems on quick

response basis With feedback from our marketing and sales teams procurement department and strategic planning

group we are able to modify our systems in response to changes in the marketplace competitive environment

government regulations and technology such as the use of bar codes to enhance the speed and accuracy of

information We plan to continue to invest in technology to grow our business

Our Products

Our Pork Products The chilled and frozen pork products we produce are sold as various cuts of meat such

as the shoulder the ribs the loin or the leg Other parts of the hog such as the head ears trotters and internal organs

have ready market in China and are also distributed and sold by us

The pork products produced by our slaughterhouses are sold to wide variety of customers such as meat and

food distributors wholesalers food processing companies and supermarkets Our pork products are distributed and

sold locally in the domestic market and also are exported

Chilled Pork In our production of chilled pork meat is chilled but not frozen at temperature of between

32F 0C and 39.2F 4C immediately after it is cut and packed and thereafter maintained at that temperature

during storage or transportation This serves to preserve the freshness and quality of the meat Chilled pork will

usually have to be consumed within one week from the time of slaughter

While chilled pork generally is more costly than frozen pork our market research indicates trend among

customers toward chilled pork and away from frozen pork Most of the chilled pork we produce is distributed and sold

to domestic customers who comprise mainly fresh food distributors and wholesalers markets and supermarkets

located within 500 km delivery radius of our processing facilities

Frozen Pork In the production of our frozen pork the meat is frozen at 1F 35C to -40F 40C for

48 hours after which it is stored or transported at constant temperature of between 0.4F 18C to 13F

25C Generally frozen pork can be kept for about 12 months from the time of slaughter Frozen pork is cheaper

relative to chilled pork at the retail level Food and food processing companies usually require frozen pork in their

production of processed meats such as luncheon meat and canned stewed meat In China most of the pork sold in

markets supermarkets and restaurants is frozen The domestic customers for our frozen pork include food processing

companies and food distributors

Hog v-Products and Variety Meats Hog heads ears and trotters and the internal organs such as the

kidneys livers stomachs and intestines are commonly used in Chinese cuisine and therefore have ready market We

usually sell these by-products and variety meats to domestic customers These items are also sold to food processing

companies to be used as raw materials for other meat and meat-based products

Prepared Meats We also produce line of prepared meats such as sausages hams and Chinese cured hams

that includes more than 190 items that are marketed under our Zhongpin brand

Live hogs and raw pork are the principal raw materials used in our production See Item IA Risk Factors

Risks Relating to Our Business If there are any interruptions to or decline in the amount or quality of our live hogs

raw pork or other major raw material supply our production or sales could be materially and adversely affected



Our Vegetable and Fruit Products We contract with more than 100 farms in Henan province and nearby

areas to produce high-quality vegetable varieties and fruits suitable for export purposes We have contracted with

farms close in proximity to our operations to ensure freshness from harvest to processing The farms are relatively

small ranging in size from less than 25 acres to 123.5 acres 10-50 hectares with the largest being approximately

1358.5 acres 550 hectares We contract to grow more than 25 categories of vegetables and fruits including

asparagus sweet corn broccoli mushrooms lima beans strawberries and capsicum In recent years we have worked

closely with the Henan Academy of Agricultural Sciences in China to improve the yield and quality of crops

Since 2001 we have been contracting with farms to produce selected vegetables and fruits Our technicians

are sent to candidate farms to test the soil and water quality and to evaluate local climatic conditions Vegetables and

fruits grown at the candidate farms are evaluated in our laboratories If the quality of the farm products meets our

standards we enter into contract with the farm for the purchase of stated minimumamount of products Seeds

fertilizer and pesticides are generally provided by us to the contracted farm at wholesale prices During the growing

season the vegetables or fruits at the contracted farms are monitored and tested At harvest produce is tested and

purchased based on product criteria stated in the contract

Manufacturing and Production

For each of the years ended December 31 2011 2010 and 2009 substantially all of our assets including all of

our material assets were located in China

As of March 2012 we owned and operated nine slaughterhouses including one in each of Changge City

Zhumadian City Anyang City Luoyang City and Yongcheng City in Henan province one in Tianjin Municipality

one in Deyang City Sichuan province one in Changchun City Jilin province and one in Taizhou city Jiangsu

province to carry out the business of slaughtering hogs and the production and sale of chilled and frozen pork

products Our current total production capacity for chilled pork and frozen pork is approximately 2024.3 metric tons

per eight-hour day or approximately 728760 metric tons on an annual basis As of such date we owned three

facilities in Changge City Henan province and one in Tianjin Municipality for prepared pork products We have

production capacity for prepared pork products of 350 metric tons per eight-hour day or approximately 126000

metric tons on an annual basis We also have production capacity for vegetables and fruits of approximately 83.3

metric tons per eight-hour day or approximately 30000 metric tons on an annual basis We also have annual

production capacity for food oil pork oil of approximately 20000 metric tons We use state-of-the-art equipment in

all of our slaughterhouses and processing facilities

We believe we must continue to expand our production capacity to seize additional market share As result

we put into operation are currently constructing or plan to construct the following additional production facilities to

expand our production capacity

We put new facility in Tianjin with production capacity of approximately 36000 metric tons for

prepared pork products into operation in September 2011 This facility is phase two of our Tianjin

processing plant which has production capacity of approximately 100000 metric tons for chilled and

frozen pork

We put new facility in Nongan county Changchun Jilin province of China with production capacity

of approximately 70000 metric tons for chilled pork and 25000 metric tons for frozen pork into

operation in December 2011

We put new facility in Taizhou Jiangsu province of China with production capacity of approximately

80000 metric tons for chilled pork including easy-to-cook products and 20000 metric tons for frozen

pork into operation in December 2011

We are investing approximately $18.0 million in cold chain logistic distribution center in Anyang
Henan province This distribution center will have 27000 square meters temperature adjustable

warehouse processing capacity distribution center and quality control center This distribution center

will be used for third party cold chain logistic service We expect to put this distribution center into

operation in the third quarter of 2012



We are investing approximately $87.5 million in chilled and frozen food processing and distribution

center in Kunshan Jiangsu province which is near Shanghai city The whole center will be built in three

phases The first phase will include processing center cold chain logistics center and business complex

We plan to invest about $35.0 million on the first phase and put it into operation in the fourth quarter of

2012

We are investing approximately $58.5 million to build new production research and development and

training complex in Changge Henan province excluding the cost of land use rights that we have already

obtained When completed we anticipate that this new facility will have production capacity of

approximately 100000 metric tons for prepared pork products Adjacent to this new production facility

we also plan to develop center for research and development training as well as quality control

Construction for the first phase with production capacity of approximately 50000 metric tons for

prepared pork products started in the second quarter of 2011 and is scheduled to be completed by the

second quarter of 2012

We will be investing approximately $49.0 million to build slaughtering and processing plant low

temperature prepared pork plant and logistics center in Tangshan Hebei province of China This facility

will have production capacity of approximately 60000 metric tons for chilled pork 20000 metric tons

for frozen pork and 22000 metric tons for prepared pork products The construction is scheduled to start

in the second quarter of 2012 We expect to put the new facility for chilled and frozen pork into

operation in the first quarter of 2013

We will be investing approximately $10.5 million in by-product processing plant in Changge Henan

province This facility will have production capacity for 100 million meters of casings and 300 billion

units of raw material to make heparin sodium The construction is scheduled to start in late first quarter

of 2012 We expect to put the new facility into operation in the fourth quarter of 2012

We established joint venture company of which we own 65% with Henan Xinda Animal Husbandry

Company Limited in June 2011 The joint venture company is financed by capital contributions and bank

loans All capital contributions to the joint venture company have been made to date We expect the new

company will provide 20000 sire boars annually We are currently building infrastructures for sire boars

breeding and plan to start operation in the second quarter of 2012

We procure hogs from local hog farms and breeders located in close proximity to our slaughterhouses All the

hogs we purchase for slaughtering in our slaughterhouses must have all the health certificates issued by the relevant

authorities in China to ensure that the hogs have been under strict and consistent supervision during the rearing period

and are in good health when they are purchased by us In addition the hogs slaughtered in our slaughterhouses are

also subject to inspections by our own team of certified veterinarians

Production of Chilled and Frozen Pork Products Our veterinarians ensure that only healthy hogs are

slaughtered at our slaughterhouses We maintain all required licenses and certificates from central and local

government authorities with regard to our pork production business In May 2002 we were awarded ISO 9001

certification that covers our production research and development and sales activities The ISO 9001 certification

indicates that our slaughterhouses and pork production operations comply with international standards of quality

assurance established by the International Organization of Standardization All of our production lines have also

passed HACCP Hazard Analysis and Critical Control Point under GMP Good Manufacturing Practice and SSOP

Sanitation Standard Operating Procedure in China

When hogs arrive at the slaughterhouses our certified veterinarians together with the local Animal

Husbandry Department inspectors conduct physical inspection of the hogs to ascertain whether they are fit for

human consumption Blood and urine samples are obtained from random sample of hogs which are tested for

disease The hogs are then weighed and are quarantined for approximately to 12 hours during which time only

water is provided to the hogs



After the quarantine period has passed we conduct another physical inspection of the hogs This physical

inspection is conducted jointly with the inspectors from the Animal Husbandry Department Hogs that are found fit

for human consumption will be slaughtered while those found to be deficient are immediately culled We shower the

hogs with water before and after slaughter to clean them Instruments used for slaughtering and cutting up the

carcasses are sterilized several times day

Quality control checks are conducted at all production stages to detect and remove meat that is spoiled or has

been infected by bacteria The appearance of the skin internal organs and the meat itself is subject to physical

observation and laboratory testing to see if the hog is diseased Every hog that is slaughtered in our slaughterhouses is

assigned serial number so that trace can be run on any processed hog All of these quality control checks are

conducted by our veterinarians and quality control staff

high level of hygiene is maintained at our slaughterhouses All staff and visitors who enter the

slaughterhouses must first put on protective clothing and be sterilized with disinfectant All packaging materials used

for meat also must be sterilized

As of December 31 2011 total of 317 employees worked in our quality assurance program of which 91

were quality control engineers and 226 were staff The quality control laboratory meets and exceeds all standards set

by the authorities and relevant agencies in China

Storage and Transportation of Pork Products The pork products from freshly slaughtered hogs at our

slaughterhouses are blast frozen after slaughtering to prevent deterioration of the meat caused by bacteria or chemical

changes Frozen meat is stored in cold storage facilities at temperature of between 9.4 23 and 0.4

18 for 24 hours before being transported Chilled meat is chilled to between 32 and 39.2

before being transported to customers The chilled and frozen pork is maintained within the requisite temperature ranges

during subsequent handling transportation and distribution to retain freshness and to prevent deterioration of the meat

Sales Marketing and Distribution

Our key customers are principally wholesalers restaurants supermarkets large retailers and food services

such as food processing factories school cafeterias and canteens in China For the years ended December 31 2011

2010 and 2009 no customer accounted for 10% or more of our consolidated revenues No material amount of our

business is dependent on government contracts

Sales volume for the meat industry typically increases during the period leading to the one-week celebration

of the Chinese Spring Festival which usually takes place in late January or early February In general demand for

pork tends to be the greatest during the first quarter of the year due to the tendency of consumers to eat greater

amounts of meat during the Spring Festival and the colder period of the year The third quarter typically is the slower

season for the industry due to the lower supply of live hogs as well as the slight drop in meat consumption during the

hot summer months However in general we do not experience any material seasonal effect on our revenues

As of December 31 2011 we had sales offices in 132 cities in China extending from Henan province in

which our headquarters is located to South East North and Mid-South regions of China and had warehouses in 89

of such cities We plan to further expand our network of sales offices and warehouses to other cities in China by the

end of 2012 in order to meet consumer demand

We market our pork products through sales team and network of agents in 20 provinces and in the four

central government-administered municipalities of Beijing Shanghai Tianjin and Chongqing throughout China The

sales team is responsible for securing orders for our pork products maintaining and building relationships with

existing customers and for securing new customers Our sales team is also involved in identifying new markets in line

with the existing customer base and our geographical expansion plans

Our sales teams travel to major cities in China such as Shanghai Beijing Wuhan and Zhengzhou to market

and sell our pork products to wholesale markets and selected retail chains in those cities We usually transport pork

products by refrigerated trucks Railroads are used for transporting pork products to those cities that are located at

further distance from our operations facilities



In addition our sales teams travel and market pork products vegetables and fruits to potential customers in

Europe Hong Kong as well as other selected countries and regions in Asia During the
years ended December 31

2011 2010 and 2009 we exported approximately 19566 metric tons 6079 metric tons and 3692 metric tons

respectively of pork products and 519 metric tons 662 metric tons and 843 metric tons respectively of vegetables

and fruits

The following table shows for the three years ended December 31 2011 the amount and percentage of our

revenues derived from our sales of products to customers located in China and other countries based on the locations

to which our products were shipped All of our long-lived assets are located in China

Years Ended December 31

2011 2010 2009

Amount Percentage Amount Percentage Amount Percentage

U.S dollars in millions

The Peoples Republic of China 1419.1 97 934.5 99% 718.9 99%
Other foreign countries 37.1 12.2 7.1 _________

Totals 1456.2 100% 946.7 100% 726.0 100%

We also sell directly to selected chains and independent resellers Some of the major selection criteria we

employ to screen resellers include the following

market potential of the resellers location

competitiveness of the local market

location and coverage

traffic density and

credibility of the operator and market development capacity

Retail Operations

We have successfully established unique vertically integrated fresh meat and meat products supply chain

from farming slaughtering cutting processing and wholesaling to retailing via an exclusive network of showcase

stores branded stores and supermarket brand counters We believe our unique business model differentiates our

company from other major national meat and meat products producers in China We have supplemented our

wholesale channels by establishing unique retail network to establish second sales channel while minimizing

channel conflict We believe that by broadening awareness of our entire product line our retail stores will help drive

the revenues of all of our business lines including the revenues from our wholesale channels

Our advertising also generally promotes our brands rather than particular store in an effort to drive business

to every retailer that carries our products and not just to our network of retail stores Our marketing goals are not

designed to take business from the supermarkets or other partners of our company but to increase the overall number

of buyers of our branded products

Showcase Stores Based on market research and evolving consumption trends we have taken customer-

driven marketing approach and have focused on core customer segment that consists of the middle class in China

which generally includes the rapidly increasing number of households with annual income above RMB4O000-

120000 $6348-S 19045 We believe this consumer segment has disposable income and willingness to spend on

quality goods and services As result we are pursuing first-mover advantage and have developed the concept of

high-end specialty boutique grocery chain stores to offer our products and other merchandise for the convenience of

typical two-income middle-class family that shops daily after work

The showcase stores are designed to highlight all of our products as well as to provide customers with

broad view of our strategies and goals As of December 31 2011 there were 162 showcase stores most of which

were located in central locations in major cities within Henan province The showcase stores are owned and operated
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by independent operators but share the same design and physical layout and are managed in accordance with our

operating procedures All employees of these stores are required to undergo our vigorous three-month training

program In addition we establish the merchandising and pricing policies of these stores

Branded Stores In addition to the showcase stores we sell products through branded stores that are owned

and operated by independent operators As of December 31 2011 there were 1310 branded stores that were

generally located in the larger cities in Henan province and adjoining provinces We provide the operators of the

branded stores standardized physical designs and layouts for each store and the operators of the branded stores

manage the business following our management guidelines and pricing policies Each store has the right to use

Zhongpin logos and brands

Zhongpin Supermarket Counters We also have established Zhongpin supermarket counters in supermarkets

and local markets As of December 31 2011 there were 1956 Zhongpin supermarket counters The counters are

exclusive purveyors of our meats and meat products and are owned and operated by the supermarkets and local

markets majority of the Zhongpin counters at supermarkets use our standardized physical design and layout in

addition to related rules and guidelines provided by the supermarket partners

Research and Development

Research and development continues to be significant component of our strategy to extend our existing

brands and product lines and expand into new branded items and product lines In 1999 Henan Zhongpin founded

Zhongpin Technology Research and Development Center food research institute in Changge City Henan province

In 2000 Henan Zhongpin established technology center which has evolved into the technical research center for the

entire meat industry in Henan province As of December 31 2011 the research center employed 128 scientists and

technicians The mission of the research center is to develop new processing technologies and food products In

addition our product development team works with the China Meat Processing Research Center the premier research

institute for meat processing technology in China and we have jointly established research center in Beijing We
also work with scientists and researchers from Beijing University China Agricultural University the Chinese

Academy of Agricultural Science Henan Agricultural University and other universities to develop production

technologies and innovative meat products As of December 31 2011 we had relationships with approximately 80

scientists and experts who acted as our outside technical consultants

In March 2010 our scientific laboratory for food quality and processing established in collaboration with Henan

Agricultural University was designated by the Science Technology Department of Henan Province as Key

Laboratory which is an important achievement for our quality assurance system The laboratory is equipped with modern

scientific instruments and integrated systems from North America and Asia and uses stringent testing and measurement

processes We expect the designation as Key Laboratory to encourage outstanding scientists and engineers to join us

enhance our research and development capabilities accelerate our product and process improvements and new product

innovations and serve as an exchange platform for technical cooperation with universities technical institutes and food

processors
in China and around the world We also have invested in employee training and development to help sustain

our rapid and healthy growth while maintaining satisfactory profit margin

The meat and meat processing industry in China is regarded by the central government of China as key
industry and certain participants in the industry including our company receive special technology subsidies and

research grants
for undertaking technologies plan projects for the government To receive these subsidies and

grants the recipients must complete the research and development objectives assigned by the government and all

funds must be used to pay project-related costs such as training fees laboratory costs or the costs of importing

technology As qualified company we are undertaking research and development projects for both the central

government of China and the Henan provincial government Please refer to Note 13 to our audited financial

statements for more information about government subsidies

During 2011 we launched 79 new products that were developed in our technology center and as of

December 31 2011 we had over 90 new products under development Our expenditures for research and

development for the years ended December 31 2011 2010 and 2009 were approximately $2.5 million $3.1 million

and $2.8 million respectively
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Intellectual Property

We regard brand positioning as the core of our competitive strategy Since the ultimate aim of our business

strategy is to satisfy the customer gaining valued position in the minds of customers is of paramount importance

Our branding process seeks to create unique identity and to properly position our brand platform We intend to

position our Zhongpin brand and to protect our brand identity in order to create the perception and image of

health nutrition freshness and quality in the minds of our customers

We have registered our Zhongpin trademark in China including Hong Kong and Macau Australia

Belgium Canada France Germany the Netherlands Italy Japan Luxembourg the Philippines Russia Singapore

South Korea Spain the United Kingdom and the United States

We cannot give any assurance that the protection afforded our intellectual property will be adequate It may
be possible for third parties to obtain and use without our consent intellectual property that we own or are licensed to

use Unauthorized use of our intellectual property by third parties and the expenses incurred in protecting our

intellectual property rights may adversely affect our business See Item 1A Risk Factors Risks Related to Our

Business Failure to adequately protect our intellectual property rights may undermine our competitive position and

litigation to protect our intellectual property rights may be costly

Competition

The production and sale of meat and food products in China and internationally are highly competitive There

are numerous producers of processed meat products in China number of which market their products under

different brand names We believe most of these producers have only one or two lines of production facilities and sell

their products primarily in the areas surrounding their facilities Due to the lack of logistics capabilities we believe

there are no national market leaders in Chinas meat industry As result our products compete with different brands

in different areas of China number of our competitors including Henan Shuanghui Shineway Food Co Ltd

Yurun Food Group Limited and Peoples Food Holdings Limited have greater resources own or control more

processing plants and equipment or offer larger product line than we do In addition number of the worlds largest

food processing companies have recently established joint ventures with food manufacturers or producers in China

and we expect competition from these ventures to increase in the future

We believe all food segments in China compete on the basis of price product quality brand identification and

customer service Our competitive strategy is to provide through our aggressive marketing and strong quality

assurance programs higher quality of products that possess strong brand recognition which will in turn support

higher value perceptions from customers

Government Regulation

The PRC government is actively promulgating plan for safe meat and is expected to raise the proportion

of slaughtering automation to over 70% of all meat and actively enforce authorized slaughtering and quarantine

Special grants subsidized financing preferential tax policies governmental funding and other subsidies are provided

to well-performing enterprises in order to acquire state-of-the-art technology and equipment in meat processing Such

government incentives provide competitive advantages and opportunities to well-performing companies because such

policies work to raise the bar for entering the industry and to eliminate inefficient companies in the industry We

expect such government support for the processing of agricultural products to continue for number of years in the

foreseeable future However the determination as to whether we can continue to benefit from such government

programs in the future will depend on how the government administers its incentive programs and how well we

perform If we maintain the current trend in our performance it is possible we may obtain further government support

through such incentive programs

In February 2009 the Standing Committee of the National Peoples Congress of China issued the Food Safety

Law Any enterprise engaged in the production processing sale import and export and inspection of food and food

related products must comply with the Food Safety Law which prescribes the licenses and safety requirements in

respect of food food additives food containers food packaging materials detergents and disinfectants food utensils
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and equipment as well as food safety standards assessment of food safety risks and management of food safety

accidents According to the Food Safety Law any enterprise engaged in production of food must obtain food

production license from the competent quality inspection administration authority at or above the county level

In December 2009 the PRC Ministry of Commerce issued the Hog Slaughtering Industry Development

Guidelines for 2010-2015 The guidelines state that the government will control the number of slaughterhouses in

China and specifically that there should be less than four slaughterhouses in urban areas of municipalities and cities

with resident population of five million or more and less than two slaughterhouses in urban areas of other cities at

or above the prefecture level

In June 2010 the CMA announced the China Meat Industry Development Strategy Report for 2011-20 15 In

that report CMA provided development roadmap and targets for the meat industry for the coming five years

To decrease sales of room temperature pork to below 50% of total pork sales in cities at or above county

level in China by 2015

To increase sales of chilled pork to around 30% of total pork sales in China by 2015

To decrease outstanding licenses for slaughterhouses from more than 21000 to around 3000 in China by

2015 and

To build pork and pork product production bases in North China Northeast China East China and

Southwest China

The report indicates to us that there is an opportunity to consolidate and integrate the industry for companies

with strong brand recognition in China high quality facilities and products strict quality control systems and cold

chain logistics capabilities

Government and consumers take the food safety as one of their top priorities With the government support

the consolidation of the industry is accelerating

We are also subject to stringent environmental regulations See Item 1A Risk Factors Risks Relating to

Our Business Our failure to comply with increasingly stringent environmental regulations and related litigation

could result in significant penalties damages and adverse publicity for our business

Employees

As of December 31 2011 we employed 7761 employees of whom 5885 were operating personnel 1378

were sales personnel 128 were research and development personnel and 370 were administrative personnel We are

not subject to any collective bargaining agreement and we believe our relationship with our employees is good

Additional Available Information

We are reporting company and file annual quarterly and special reports proxy statements and other

information with the SEC You may read and copy these reports proxy statements and other information at the SECs

Public Reference Room at 100 Street N.E Washington D.C 20549 Please call the SEC at 1-800-SEC-0330 ore-

mail the SEC at publicinfo@sec.gov for more information on the operation of the public reference room Our SEC

filings are also available at the SECs website at http//www.sec.gov Our Internet address is http//www.zpfood.com

There we make available free of charge our Annual Reports on Form 10-K Quarterly Reports on Form 10-Q

Current Reports on Form 8-K and any amendments to those reports as soon as reasonably practicable after we

electronically file such material with or furnish such material to the SEC However the information on our website is

not part of nor is such information to be deemed incorporated by reference into this report
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Item IA Risk Factors

Risks Relating To Our Business

If there are any interruptions in the supply of or decline in the amount or quality of our live hogs raw pork or other

major raw materials or an increase in the costs of such supplies our production or sales could he materially and

adversely affected

Live hogs and raw pork are the principal raw materials used in the production of our products We procure all

of our live hogs and some of our raw meat from number of third-party suppliers The supply of pork is dependent on

the output of hog farms which may be affected by outbreaks of diseases or epidemics Our current suppliers may not

be able to provide live hogs or raw pork of sufficient quality to meet our stringent quality control requirements Any

interruptions to or decline in the amount or quality of our live hogs or raw pork supply could materially disrupt our

production and adversely affect our business In addition to live hogs and raw pork we also use additives and

packaging in our production which we source from third-party suppliers and resell wide variety of vegetables and

fruits which we purchase from third-party farms Any interruptions to or decline in the amount or quality of our

additives or packaging supply or in the vegetables or fruits we procure could also disrupt our production or sales and

adversely affect our business We are also vulnerable to further increases in the price of raw materials particularly of

live hogs and raw pork and other operating costs and we may not be able to entirely offset these increasing costs by

increasing the prices of our products particularly our processed meat products which would also have an adverse

affect on our results of operations and financial condition

We may be unable to anticipate changes in consumer preferences for processed meat products which may result in

decreased demand for our products

Our continued success in the processed meat products market is in large part dependent on our ability to

anticipate and develop products that appeal to the changing tastes dietary habits and preferences of our customers If

we are not able to anticipate and identify new consumer trends and develop new products accordingly demand for our

products may decline and our operating results may be adversely affected In addition we may incur significant costs

relating to developing and marketing new products or expanding our existing product lines in reaction to what we

perceive to be consumer preference or demand Such development or marketing may not result in the level of market

acceptance volume of sales or profitability anticipated

If the chilled and frozen pork market in China does not grow as we expect our results of operations and financial

condition may be adversely affected

We believe chilled and frozen pork products have strong growth potential in China and accordingly we have

continuously increased our sales of chilled and frozen pork If the chilled and frozen pork market in China does not

grow as we expect our business may be harmed we may need to adjust our growth strategy and our results of

operations may be adversely affected

We require various licenses and permits to operate our business and the loss ofjailure to renew or/ailure to obtain

any or all of these licenses and permits could require us to suspend some or all of our production or distribution

operations

In accordance with PRC laws and regulations we are required to maintain various licenses and permits in

order to operate our business including without limitation slaughtering permit in respect of each of our chilled and

frozen pork production facilities permit for production of industrial products in
respect of each of our processed

meat production facilities and permits for distribution of our pork products and our vegetable and fruit products We

are required to comply with applicable hygiene and food safety standards in relation to our production and

distribution processes Our premises and transportation vehicles are subject to regular inspections by the regulatory

authorities for compliance with applicable regulations Failure to pass these inspections or the loss of or failure to

renew our licenses and permits could require us to temporarily or permanently suspend some or all of our production

or distribution operations which could disrupt our operations and adversely affect our revenues and profitability
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Our ability to export may be restricted 4f we cannot maintain current licenses or obtain additional licenses in other

countries and regions

For the three years ended December 31 2011 2010 and 2009 revenue attributable to our export business as

percentage of our total revenue was approximately 3% 1% and 1% respectively We must maintain certain licenses

from applicable foreign governments in order to continue to export to those jurisdictions In addition we must apply

for licenses from applicable foreign governments should we desire to export our products to countries with which we

currently do not have business relations We cannot assure you that we can maintain our current licenses for export or

obtain licenses to export to countries with which we do not currently have business relations The loss of any licenses

or the inability to obtain new licenses to export may adversely affect the aggregate amount of our export sales and the

profitability of our business

The loss of senior management or key research and development personnel or our inability to recruit additional

personnel may harm our business

We are highly dependent on our senior management to manage our business and operations and our key

research and development personnel for the development of new processing technologies and food products and the

enhancement of our existing products In particular we rely substantially on our founder Chairman and Chief

Executive Officer Mr Xianfu Zhu and our Executive Vice President Mr Baoke Ben to manage our operations We
also depend on our key research personnel for the development of new products and manufacturing methods on our

key information technology and logistics personnel for the production storage and shipment of our products and on

our key marketing and sales personnel engineers and other personnel with technical and industry knowledge to

transport market and sell our products We do not maintain key man life insurance on any of our senior management

or key personnel The loss of any one of them in particular Mr Zhu or Mr Ben would have material adverse effect

on our business and operations Competition for senior management and our other key personnel is intense and the

pool of suitable candidates is limited We may be unable to locate suitable replacement for any senior management

or key personnel that we lose In addition if any member of our senior management or key personnel joins

competitor or forms competing company they may compete with us for customers business partners and other key

professionals and staff members of our company Although each of our senior management and key personnel has

signed confidentiality and non-competition agreement in connection with his employment with us we may not be

able to successfully enforce these provisions in the event of dispute between us and any member of our senior

management or key personnel

We compete for qualified personnel with other food processing companies food retailers logistics companies

and research institutions Intense competition for these personnel could cause our compensation costs to increase

significantly which could have material adverse effect on our results of operations Our future success and ability to

grow our business will depend in part on the continued service of these individuals and our ability to identify hire and

retain additional qualified personnel If we are unable to attract and retain qualified employees we may be unable to

meet our business and financial goals

Our growth strategy mayprove to be disruptive and divert management resources which could adversely afftct our

existing businesses

Over the last three years we constructed leased or acquired several new production facilities both within and

outside of Henan province Our growth strategy includes the continued expansion of our manufacturing operations

and may include acquisitions of additional products manufacturing or production capabilities or sources of supply In

addition we intend to expand our network of sales offices and warehouses to additional cities in China The

implementation of such strategy may involve large transactions and present financial managerial and operational

challenges including diversion of management attention from existing businesses difficulty with integrating

personnel and financial and other systems increased expenses including compensation expenses resulting from newly

hired employees assumption of unknown liabilities and potential disputes We also could experience financial or

other setbacks if any of our growth strategies incur problems of which we are not presently aware
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We may require additional financing in the future and our operations could be curtailed we are unable to obtain

required additional financing when needed

We may need to obtain additional debt or equity financing to fund future capital expenditures Additional

equity may result in dilution to the holders of our outstanding shares of capital stock Additional debt financing may

include conditions that would restrict our freedom to operate our business such as conditions that

limit our ability to pay dividends or require us to seek consent for the payment of dividends

increase our vulnerability to general adverse economic and industry conditions

require us to dedicate portion of our cash flow from operations to payments on our debt thereby

reducing the availability of our cash flow to fund capital expenditures working capital and other

general corporate purposes and

limit our flexibility in planning for or reacting to changes in our business and our industry

We cannot guarantee that we will be able to obtain any additional financing on terms that are acceptable to us

or at all

If the global economy experiences another downturn or crisis potential disruptions in the capital and credit markets

may adversely affect our business including the availability and cost of short-term funds for liquidity requirements

our ability to meet short-term and long-term commitments and our ability to grow our business each could adversely

affect our results of operations cash flows and financial condition

The global economy has recently experienced significant contraction with an almost unprecedented lack of

availability of business and consumer credit We rely on the credit markets particularly for short-term borrowings

from banks in China as well as the capital markets to meet our financial commitments and short-term liquidity needs

if internal funds are not available from our operations Disruptions in the credit and capital markets as have been

experienced since mid-2008 could adversely affect our ability to draw on our short-term bank facilities Our access to

funds under these credit facilities is dependent on the ability of the banks that are parties to those facilities to meet

their funding commitments which may be dependent on governmental economic policies in China Those banks may

not be able to meet their funding commitments to us if they experience shortages of capital and liquidity or if they

experience excessive volumes of borrowing requests
from us and other borrowers within short period of time

Long-term disruptions in the credit and capital markets similar to those that have been experienced since

mid-2008 could result from uncertainty changing or increased regulation reduced alternatives or failures of

significant financial institutions and could adversely affect our access to liquidity needed for our business Any

disruption could require us to take measures to conserve cash until the markets stabilize or until alternative credit

arrangements or other funding for our business needs can be arranged Such measures could include deferring capital

expenditures and reducing or eliminating discretionary uses of cash

Continued market disruptions could cause broader economic downturns which may lead to lower demand for

our products and increased incidence of customers inability to pay their accounts Further bankruptcies or similar

events by customers may cause us to incur bad debt expense at levels higher than historically experienced These

events would adversely affect our results of operations cash flows and financial position

Our operations are cash intensive and our business could he adversely affected we fail to maintain sufficient levels

of working capital
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We expend significant amount of cash in our operations principally to fund our raw material procurement

Our suppliers in particular suppliers of hogs typically require payment in full within seven days after delivery

although some of our suppliers provide us with credit In turn we typically require our customers of chilled and

frozen pork to make payment in full on delivery although we offer some of our long-standing customers credit

terms We generally fund most of our working capital requirements out of cash flow generated from operations If we
fail to generate sufficient revenues from our sales or if we experience difficulties collecting our accounts receivable

we may not have sufficient cash flow to fund our operating costs and our profitability could be adversely affected

We may be unable to maintain our profitability in the face of consolidating retail environment in China

We sell substantial amounts of our products to supermarkets and large retailers The supermarket and food

retail industry in China has been and is expected to continue undergoing trend of development and consolidation As

the retail food trade continues to consolidate and our retail customers grow larger and become more sophisticated they

may demand lower pricing and increased promotional programs Furthermore larger customers may be better able to

operate on reduced inventories and potentially develop or increase their focus on private label products If we fail to

maintain good relationship with our large retail customers or maintain wide offering of quality products or if we
lower our prices or increase promotional support of our products in response to pressure from our customers and are

unable to increase the volume of our products sold our profitability could decline

Our operating results mayfluctuate from period to period and if wefail to meet market expectations for particular

period our share price may decline

Our operating results have fluctuated from period to period and are likely to continue to fluctuate as result

of wide range of factors including seasonal variations in live hog supply and processed meat products consumption
For example demand for our products in general is relatively high before the Chinese New Year in January or

February each year and lower thereafter Our production and sales of chilled and frozen pork are generally lower in

the summer due to lower supply of live hogs as well as slight drop in meat consumption during the hot summer

months Interim reports may not be indicative of our performance for the year or our future performance and period-

to-period comparisons may not be meaningful due to number of reasons beyond our control We cannot assure you
that our operating results will meet the expectations of market analysts or our investors If we fail to meet their

expectations there may be decline in our share price

We derive substantial portion of our revenues from sales in China and general economic downturn recession or

sudden disruption in business conditions in China could have material adverse effect on our business and

financial condition

Consumer spending is generally affected by number of factors including general economic conditions the

level of unemployment inflation interest rates energy costs gasoline prices and consumer confidence generally all

of which are beyond our control Consumer purchases of discretionary items tend to decline during recessionary

periods when disposable income is lower and may impact sales of our products In addition sudden disruption in

business conditions as result of terrorist attack retaliation and the threat of further attacks or retaliation war
adverse weather conditions and climate changes or other natural disasters pandemic situations or large scale power

outages can have short or sometimes long-term impact on consumer spending

Substantially all of our revenues are generated from sales in China We anticipate that revenues from sales of

our products in China will continue to represent substantial proportion of our total revenues in the near future

downturn in the economy in China any recession or sudden disruption of business conditions in Chinas economy

could among other things adversely affect consumer buying power and discourage consumption of our products

which in turn would have material adverse effect on our business financial condition and results of operations

We rely on our exclusive network of showcase stores branded stores and supermarket brand counters for the success

of our sales and our brand image and should they perform poorly our revenues and brand image could be materially

and adversely affected
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in addition to our sales to wholesale customers we sell our products through showcase stores branded stores

and supermarket brand counters All of these retail-based stores exclusively sell our pork products and display the

Zhongpin logo on the outside of the stores For the years ended December 31 2011 2010 and 2009 these retail

outlets accounted for approximately 32% 38% and 41% respectively of our total revenue Any significant

deterioration in the sales performance of our retail outlets could adversely affect our financial results In addition any

sanitation hygiene or food quality problems that might arise from the retail outlets could adversely affect our brand

image and lead to loss of sales We do not own or franchise any of the retail outlets

We re/i on the perfbrmance of our large retailers and mass merchant customers for the success of our sales and

should they per/brin poorly or give priority to our competitors products our sales performance and branding image

could he materially and adversely affected

In addition to our retail sales channel we sell our products to supermarkets and large retailers which in turn

sell the products to end consumers Any significant deterioration in the sales performance of our wholesale customers

could adversely affect the performance of our products Furthermore our wholesale customers also carry products that

directly compete with our products for retail space and consumer purchases There is risk that our wholesale

customers may give higher priority to products of or form alliances with our competitors If our wholesale customers

do not continue to purchase our products or provide our products with similar levels of promotional support our sales

performance and brand imaging could be adversely affected

The loss of any of our signJIcant customers could reduce our revenues and our profitability

Our key customers are principally wholesalers and distributors supermarkets and large retailers in China We
have not entered into long-term supply contracts with any of these major customers Therefore there can be no

assurance that we will maintain or improve the relationships with these customers or that we will be able to continue

to supply these customers at current levels or at all If we cannot maintain long-term relationships with our major

customers the loss of significant portion of our sales to them could have an adverse effect on our business financial

condition and results of operations

Recent regulatoiy enforcement crackdowns on food processing companies in China could increase our compliance

costs and reduce our profitability

We believe we are in compliance in all material respects with all applicable regulatory requirements of China

and all local jurisdictions in which we operate However the PRC government authorities recently have taken certain

measures to maintain Chinas food market in good order and to improve the integrity of Chinas food industry such as

enforcing full compliance with industry standards and closing certain food processing companies in China that did not

meet regulatory standards While the closing of competing meat processing plants that do not meet regulatory

standards could increase our revenues in the long term we may also experience increased regulatory compliance costs

that could reduce our profitability

Our failure to comply with increasingly stringent environmental regulations and related litigation could result in

sign jficant penalties damages and adverse publicity for our business

Our operations and properties are subject to extensive and increasingly stringent laws and regulations

pertaining to among other things the discharge of materials into the environment and the handling and disposition of

wastes including solid and hazardous wastes or otherwise relating to protection of the environment In addition

under PRC environmental regulations we are required to obtain an approval on environmental impact assessment

before the construction of our production facilities and we are further required to undergo environmental protection

examinations and obtain acceptance approval from the relevant governmental authorities after we complete the

installation of our manufacturing equipment and before we commence commercial production Failure to comply with

any laws and regulations and future changes to them may result in significant consequences to us including civil and

criminal penalties liability for damages and negative publicity
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We have incurred and will continue to incur significant capital and operating expenditures to comply with

these laws and regulations We cannot assure you that additional environmental issues will not require currently

unanticipated investigations assessments or expenditures or that requirements applicable to us will not be altered in

ways that will require us to incur significant additional costs

Our largest shareholder has sign ficant influence over our management and affairs and could exercise this influence

against your best interests

At March 12 2012 Mr Xianfu Zhu our founder Chairman and Chief Executive Officer and our largest

shareholder beneficially owned approximately 17.5% of our outstanding shares of common stock and our other

executive officers and directors collectively beneficially owned an additional 4.6% of our outstanding shares of

common stock As result pursuant to our By-laws and applicable laws and regulations our controlling shareholder

and our other executive officers and directors are able to exercise significant influence over our company including

but not limited to any shareholder approvals for the election of our directors and indirectly the selection of our

senior management the amount of dividend payments if any our annual budget increases or decreases in our share

capital new securities issuance mergers and acquisitions and any amendments to our By-laws Furthermore this

concentration of ownership may delay or prevent change of control or discourage potential acquirer from making

tender offer or otherwise attempting to obtain control of us which could decrease the market price of our shares

Deterioration of our perishable products may occur due to delivery delays maifunctioning offreezer facilities or poor

handling during transportation which could adversely affect our revenues and the goodwill of our business

The condition of our food products being perishable goods may deteriorate due to shipment or delivery

delays malfunctioning of freezer facilities or poor handling during delivery by shippers or intermediaries We are not

aware of any instances whereby we were made to compensate for delivery delays malfunctioning of freezer facilities or

poor handling during transportation However there is no assurance that such incidents will not occur in the future In

the event of any delivery delays malfunctioning of freezer facilities or poor handling during transportation we may have

to make compensation payments and our reputation business goodwill and revenue will be adversely affected

If we fail to develop and maintain an effective system of internal controls we may not be able to accurately report our

financial results orpreventfraud as result current and potential shareholders could lose confidence in our

financial reports which could harm our business and the trading price of our common stock

Effective internal controls are necessary for us to provide reliable financial reports and effectively prevent

fraud Section 404 of the Sarbanes-Oxley Act of 2002 requires us to evaluate and report on our internal controls over

financial reporting and have our independent registered public accounting firm annually attest to our evaluation as well as

issue their own opinion on our internal controls over financial reporting We cannot be certain that the measures we have

undertaken to comply with Section 404 will ensure that we will maintain adequate controls over our financial
processes

and reporting in the future Furthermore if we are able to rapidly grow our business the internal controls that we will need

will become more complex and significantly more resources will be required to ensure our internal controls remain

effective Failure to implement required controls or difficulties encountered in their implementation could harm our

operating results or cause us to fail to meet our reporting obligations If we or our auditors discover material weakness in

our internal controls the disclosure of that fact even if the weakness is quickly remedied could diminish investors

confidence in our financial statements and harm our stock price In addition non-compliance with Section 404 could

subject us to variety of administrative sanctions including the suspension of trading ineligibility for listing on one of the

national securities exchanges and the inability of registered broker-dealers to make market in our common stock which

could reduce our stock price

If we are required to make payment under our guarantee of the indebtedness of Henan Huanghe Enterprises Group

Co Ltd our liquidity may be adversely affected which could harm our financial condition and results of operations

In June 2011 Henan Zhongpin entered into mutual guarantee agreement with Henan Huanghe Enterprises

Group Co Ltd group corporation based in Henan province PRC that is not affiliated with our company or with

any of our subsidiaries Huanghe Group upon the expiration of previous mutual guarantee agreement between

Henan Zhongpin and Huanghe Group Under the agreement Henan Zhongpin agreed to guarantee bank loans of

Huanghe Group in an amount up to $23.8 million and Huanghe Group agreed to guarantee Henan Zhongpins bank
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loans in an amount up to $23.8 million The agreement will expire in June 2012 At the expiration of the agreements

each party will remain obligated under its guarantee for any loans of the other party that are outstanding on the date of

expiration of the agreements As of December 31 2011 Henan Zhongpin had outstanding guarantees for $23.8

million of Huanghe Groups bank loans under the agreements All of the bank loans of Huanghe Group guaranteed by

Henan Zhongpin will mature within the next 12 months However we may extend the mutual guarantee agreement

with Huanghe Group or enter into similar mutual guarantee agreement with another unaffiliated entity in the future

If Huanghe Group or any other entity with which we have mutual guarantee agreement defaults on its bank loans

and we or one of our subsidiaries is required to pay all or portion of such loans under mutual guarantee agreement

we or such subsidiary will be required to seek reimbursement for such payment from the unaffiliated entity In such

event it is unlikely that the unaffiliated entity will be able to make such reimbursement and we may be unable to

recoup the amount we paid at such time if ever Further under mutual guarantee agreement we or such subsidiary

may be required to make payment at time when we or such subsidiary does not have sufficient cash to make such

payment and at time when we or such subsidiary may be unable to borrow such funds on terms that are acceptable

if at all As result any demand for payment under mutual guarantee agreement to which we or one of our

subsidiaries is party may have an adverse affect on our liquidity financial condition and results of operations

Any disruptions to our processing facilities may materially and adversely affect our business financial condition and

results of operations

Any of our processing facilities equipment or installed production lines could suspend or cease operations

unexpectedly due to number of events or circumstances including problems with our electricity or water supply

equipment failures regulatory noncompliance labor disruptions fires floods earthquakes acts of war or other

catastrophes While we seek to operate our facilities in compliance with all applicable rules and regulations and take

measures to minimize the risks of disruption at our facilities material disruption at one or more of our processing

facilities could prevent us from meeting customer demand reduce our sales and/or negatively impact our business

financial condition and results of operations

Risks Relating To Our Industry

An outbreak of A/HINI influenza commonly referred to as swine flu or other diseases could adversely effect our

business results of operations and financial condition

spread ofA/H1N1 influenza such as that which occurred in 2009 and 2010 or any outbreak of other

epidemics in China affecting animals or humans might result in material disruptions to our operations material

disruptions to the operations of our customers or suppliers decline in the supermarket or food retail industry or

slowdown in economic growth in China and surrounding regions any of which could have material adverse effect

on our operations and sales revenue Negative association of the A/H flu with hogs and pork products since it is

commonly referred to by laypersons as swine flu could have negative impact on sales of pork products

Moreover our facilities and products may be affected by A/H1N1 flu or similar diseases in the future or that the

market for pork products in China may decline as result of fear of such an outbreak If either case should occur our

business results of operations and financial condition would be adversely and materially affected

The hog slaughtering and processed meat industries in China are subject to extensive government regulation which

is still evolving and could adversely affect our ability to sell products in China or increase our production costs

The hog slaughtering and processed meat industries in China are heavily regulated by number of

governmental agencies including primarily the Ministry of Agriculture the Ministry of Commerce the Ministry of

Health the General Administration of Quality Supervision Inspection and Quarantine and the State Environmental

Protection Administration These regulatory bodies have broad discretion and authority to regulate many aspects of

the hog slaughtering and processed meat industries in China including without limitation setting hygiene standards

for production and quality standards for processed meat products In addition the hog slaughtering and processed

meat products regulatory framework in China is still in the process of being developed If the relevant regulatory

authorities set standards with which we are unable to comply or which increase our production costs and hence our

prices so as to render our products non-competitive our ability to sell products in China may be limited
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The hog slaughtering and processed meat industries in China mayface increasing competition from both domestic and

foreign companies as well as increasing industry consolidation which may affect our market share and profit margin

The hog slaughtering and processed meat industries in China are highly competitive Our processed meat

products are targeted at mid- to high-end consumers market in which we face increasing competition from both

domestic and foreign suppliers See Item Business-Competition In addition the evolving government regulations

in relation to the hog slaughtering industry has driven trend of consolidation through the industry with smaller

operators unable to meet the increasing costs of regulatory compliance and therefore at competitive disadvantage

We believe that our ability to maintain our market share and grow our operations within this landscape of changing

and increasing competition is largely dependent upon our ability to distinguish our products and services

Our current or potential competitors may develop products of comparable or superior quality to ours or

adapt more quickly than we do to evolving consumer preferences or market trends In addition our competitors in the

raw meat market may merge or form alliances to achieve scale of operations or sales network which would make it

difficult for us to compete Increased competition may also lead to price wars counterfeit products or negative brand

advertising all of which may adversely affect our market share and profit margin In 2011 some of our competitors in

China experienced food safety scandals relating to their meat products In an effort to regain market share they have

used and we expect they will continue to use aggressive pricing strategies greater incentives and subsidies for

distributors retailers and customers If their efforts are successful our market share and profit margin may be

adversely affected Furthermore consolidation among industry participants in China may potentially result in stronger

domestic competitors better able to compete as end-to-end suppliers as well as competitors more specialized in

particular areas and geographic markets We may not be able to compete effectively with our current or potential

competitors and our inability to compete successfully against competitors could result in lost customers loss of

market share and reduced operating margins which would adversely impact our results of operations

The outbreak of animal diseases or other epidemics could adversely affect our operations

An occurrence of serious animal diseases such as foot-and-mouth disease or any outbreak of other epidemics

in China affecting animals or humans might result in material disruptions to our operations material disruptions to the

operations of our customers or suppliers decline in the supermarket or food retail industry or slowdown in

economic growth in China and surrounding regions any of which could have material adverse effect on our

operations and turnover In 2006 there was an outbreak of streptococcus suis in hogs principally in Sichuan province

PRC with large number of cases of human infection following contact with diseased hogs There also were

unrelated reports of diseased hogs in Guangdong province PRC Our procurement and production facilities are

located in Henan province PRC and were not affected by the streptococcus suis infection In 2010 there were reports

of an outbreak of foot-and-mouth disease in several provinces in China such as Guangdong Gansu Jiangxi Xinjiang

and Tibet and tens of thousands of hogs were culled after such disease outbreak in 2010 In addition in 2010 and

2011 there have been reports of outbreaks of foot-and-mouth disease in countries and regions near China such as in

Japan and South Korea Such outbreaks could spread to China There can be no assurance that our facilities or

products will not be affected by an outbreak of this disease or similar ones in the future or that the market for pork

products in China will not decline as result of fear of disease In either case our business results of operations and

financial condition would be adversely and materially affected

Consumer concerns regarding the safety and quality offood products or health concerns could adversely affect sales

of our products

Our sales performance could be adversely affected if consumers lose confidence in the safety and quality of

our products Consumers in China are increasingly conscious of food safety and nutrition Consumer concerns about

for example the safety of pork products or the safety of food additives used in processed meat products could

discourage them from buying certain products and cause our results of operations to suffer Specifically in 2011 there

was some negative publicity regarding the quality and safety of some of our competitors meat products While we

believe that we maintain an advanced system for quality assurance and control our operations may be impacted by

the deteriorating reputation of the food industry in China due to recent food safety scandals
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We may be subject to substantial liability should the consumption of any of our products cause personal injury or

illness and unlike most food processing companies in the United States we do not maintain product liability

insurance to cover our potential liabilities

The sale of food products for human consumption involves an inherent risk of injury to consumers Such

injuries may result from tampering by unauthorized third parties or product contamination or degeneration including

the presence of foreign contaminants chemical substances or other agents or residues during the various stages of the

procurement and production process The PRC Food Safety Law which became effective on June 2009 enhances

the supervision and examination of governmental authorities over food production and provides that no exemption

from such inspections and examinations shall be permitted While we are subject to governmental inspections and

regulations we cannot assure you that consumption of our products will not cause health-related illness in the

future or that we will not be subject to claims or lawsuits relating to such matters

Even if product liability claim is unsuccessful or is not fully pursued the negative publicity surrounding any

assertions that our products caused personal injury or illness could adversely affect our reputation with customers and our

corporate and brand image Unlike most food processing companies in the United States but in line with industry

practice in China we do not maintain product liability insurance Furthermore our products could potentially suffer from

product tampering contamination or degeneration or be mislabeled or otherwise damaged Under certain circumstances

we may be required to recall products Even if situation does not necessitate product recall we cannot assure you that

product liability claims will not be asserted against us as result product liability judgment against us or product

recall could have material adverse effect on our revenues profitability and business reputation

Our product and company name may be subject to counterfeiting and/or imitation which could have an adverse effect

upon our reputation and brand image as well as lead to higher administrative costs

We regard brand positioning as the core of our competitive strategy and intend to position our Zhongpin
brand to create the perception and image of health nutrition freshness and quality in the minds of our customers

There have been frequent occurrences of counterfeiting and imitation of products in China in the past We cannot

guarantee that counterfeiting or imitation of our products will not occur in the future or that we will be able to detect it

and deal with it effectively Any occurrence of counterfeiting or imitation could negatively affect our corporate and

brand image particularly if the counterfeit or imitation products cause sickness injury or death to consumers In

addition counterfeit or imitation products could result in reduction in our market share loss of revenues or an

increase in our administrative expenses in respect of detection or prosecution

Failure to adequately protect our intellectual property rights may undermine our competitive position and litigation

to protect our intellectual property rights may be costly

We have registered our trademark Zhongpin in China for the product categories for which it is currently used

However there can be no assurance that additional applications if any we make to register such mark or any other

tradename or trademark we may seek to register will be approved andlor that the right to the use of any such trademarks

outside of their respective current areas of usage will not be claimed by others We also own the rights to two domain

names that we use in connection with the operation of our business We believe that such trademarks and domain names

provide us with the opportunity to enhance our marketing efforts for our products Failure to protect our intellectual

property rights may undermine our marketing efforts and result in harm to our reputation and the growth of our business

PRC intellectual property-related laws and their implementation are still under development Accordingly

intellectual
property rights in China may not be as effective as in the United States or many other countries Litigation

may be necessary to enforce our intellectual
property rights and the outcome of any such litigation may not be in our

favor Given the relative unpredictability of Chinas legal system and potential difficulties enforcing court judgment in

China there is no guarantee that we would be able to halt the unauthorized use of our intellectual property through

litigation in timely manner or at all Furthermore any such litigation may be costly and may divert management

attention away from our business and cause us to expend significant resources An adverse determination in any such

litigation will impair our intellectual property rights and may harm our business prospects and reputation We have no

insurance coverage against litigation costs so we would be forced to bear all litigation costs if we cannot recover them

from other parties All of the foregoing factors could harm our business and financial condition
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Risks Relating To Conducting Business in China

Substantially all of our assets and operations are located in China and substantially all of our revenue is

sourced from China Accordingly our results of operations and financial position are subject to significant degree to

economic political and legal developments in China including the following risks

Changes in the political and economic policies of the PRC government including those that are intended to address

the rising inflation rates in China could have material adverse effect on our operations

Our business operations may be adversely affected by the political and economic environment in China China

has operated as socialist state since 1949 and is controlled by the Communist Party of China As such the economy of

China differs from the economies of most developed countries in many respects including but not limited to

structure capital re-investment

government involvement allocation of resources

level of development control of foreign exchange

growth rate rate of inflation

In recent years however the government has introduced measures aimed at creating socialist market

economy and policies have been implemented to allow business enterprises greater autonomy in their operations

Nonetheless substantial portion of productive assets in China is still owned by the PRC government Changes in the

political leadership of China may have significant effect on laws and policies related to the current economic

reforms program other policies affecting business and the general political economic and social environment in

China including the introduction of measures to control inflation changes in the rate or method of taxation the

imposition of additional restrictions on currency conversion and remittances abroad and foreign investment

Moreover economic reforms and growth in China have been more successful in certain provinces in China than in

others and the continuation or increases of such disparities could affect the political or social stability in China

Although we believe the economic reform and the macroeconomic measures adopted by the Chinese

government have had positive effect on the economic development in China the future direction of these economic

reforms is uncertain and the uncertainty may decrease the attractiveness of our company as an investment which may

in turn materially adversely affect the price at which our stock trades

Furthermore in recent years the Chinese economy has experienced periods of rapid expansion and highly

fluctuating rates of inflation These factors have led to the adoption by the PRC government from time to time of

various measures designed to restrict the availability of credit or regulate growth and contain inflation High inflation

may cause the PRC government to impose controls on credit andlor prices or to take other actions which could result in

slowdown in economic activity in China adversely affect the market demand for our products or increase the financing

costs of our Company In addition if prices for our products increase at rate that is insufficient to compensate for the

rise in the cost of hogs and other supplies due to inflation and we are unable to mitigate these inflation increases through

customer pricing our profitability may be reduced and our growth prospects may be negatively impacted

Social conditions in China could have material adverse effect on our operations as the PRC government continues

to exert substantial influence over the manner in which we must conduct our business activities

The government of China has exercised and continues to exercise substantial control over virtually every

sector of the Chinese economy through regulation and state ownership Our ability to operate in China may be

adversely affected by changes in Chinese laws and regulations including those relating to taxation import and export

tariffs environmental regulations land use rights property and other matters We believe our operations in China are

in compliance with all applicable legal and regulatory requirements However the central or local governments may

impose new stricter regulations or interpretations of existing regulations that would require additional expenditures

and efforts on our part to ensure our compliance with such regulations or interpretations Were the PRC government

or local municipalities to limit our ability to develop produce import or sell our products in China or to finance and

operate our business in China our business could be adversely affected
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Recent regulatory reforms in China may limit our ability as foreign investor to acquire additional companies or

businesses in China which could hinder our ability to expand in China and adversely affect our long-term

profitability

Our long-term business plan may include an acquisition strategy to increase the number or types of products

we offer increase our manufacturing or production capabilities strengthen our sources of supply or broaden our

geographic reach Recent PRC regulations relating to acquisitions of PRC companies by foreign entities may limit our

ability to acquire PRC companies and adversely affect the implementation of our strategy as well as our business and

prospects

On August 2006 the PRC Ministry of Commerce the State-owned Assets Supervision and Administration

Commission the State Administration of Taxation the State Administration for Industry and Commerce the China

Securities Regulatory Commission and the State Administration of Foreign Exchange jointly promulgated new rule

entitled Provisions Regarding Mergers and Acquisitions of Domestic Enterprises by Foreign Investors the MA
Rules which became effective on September 2006 and were amended on June 22 2009 by the Ministry of

Commerce relating to acquisitions by foreign investors of businesses and entities in China The MA Rules provide

the basic framework in China for the approval and registration of acquisitions of domestic enterprises in China by

foreign investors

The MA Rules establish additional procedures and requirements that could make some acquisitions of

Chinese companies by foreign investors more time-consuming and complex than in the past After the promulgation

of the MA Rules the PRC government can now exert more control over the acquisitions of Chinese companies

including requirements in some instances that the Ministry of Commerce be notified in advance of any change-of-

control transaction in which foreign investor takes control of Chinese domestic enterprise

The MA Rules stress the necessity of protecting national economic security in China in the context of

foreign acquisitions of domestic enterprises Foreign investors must comply with comprehensive reporting

requirements in connection with acquisitions of domestic companies in key industrial sectors that may affect the

security of the national economy or in connection with acquisitions of domestic companies holding well-known

trademarks or traditional brands in China Failure to comply with such reporting requirements that cause or may

cause significant affect on national economic security may be terminated by the relevant ministries or be subject to

other measures as are deemed necessary to mitigate any adverse effect

Our business operations or future strategy could be adversely affected by the MA Rules For example if we

decide to acquire PRC company complying with the requirements of the MA Rules to complete such transactions

could be time-consuming and any required approval processes including obtaining approval from the Ministry of

Commerce may delay or inhibit our ability to complete such transactions This may restrict our ability to implement

our acquisition strategy and adversely affect our business and prospects

PRC regulations relating to the establishment of offshore special purpose companies by PRC residents may subject

our PRC resident shareholders to personal liability and limit our PRC subsidiaries ability to distribute profits to us

or otherwise materially and adversely affect us

The PRC State Administration of Foreign Exchange or SAFE issued public notice in October 2005 named

Notice on Relevant Issues Concerning Foreign Exchange Administration for PRC Residents to Engage in Financing

and Return Investments via Overseas Special Purpose Vehicles or the Circular 75 requiring PRC residents including

both legal persons and natural persons to register with an appropriate local SAFE branch before establishing or

controlling any company outside of China referred to as an offshore special purpose company for the purpose of

acquiring any assets of or equity interest in PRC companies and raising fund from overseas When PRC resident

contributes the assets or equity interests it holds in PRC company into the offshore special purpose company or

engages in overseas financing after contributing such assets or equity interests into the offshore special purpose

company such PRC resident shall modify its SAFE registration in light of its interest in the offshore special purpose

company and any change thereof In addition any PRC resident that is the shareholder of an offshore special purpose

company is required to amend its SAFE registration with the local SAFE branch with respect to that offshore special
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purpose company in connection with any increase or decrease of capital transfer of shares merger division long-

term equity or debt investment or creation of any security interest over any assets located in China PRC residents

who have established or acquired direct or indirect control of offshore companies that have made onshore investments

in China in the past were required to complete the registration procedures by March 31 2006 Moreover PRC

subsidiaries of an offshore special purpose company are required to coordinate and supervise the filing in timely

manner of SAFE registrations by the offshore holding companys shareholders who are PRC residents If these

shareholders fail to comply the PRC subsidiaries are required to report to the local SAFE authorities If the PRC

subsidiaries of the offshore parent company do not report to the local SAFE authorities they may be prohibited from

distributing their profits and proceeds from any reduction in capital share transfer or liquidation to their offshore

parent company and the offshore
parent company may be restricted in its ability to contribute additional capital into

its PRC subsidiaries Moreover failure to comply with the above SAFE registration requirements could result in

liabilities under PRC laws for evasion of foreign exchange restrictions

We are committed to complying and to ensuring that our shareholders who are PRC citizens or residents

comply with the SAFE Circular 75 requirements We believe that all of our current PRC citizen or resident

shareholders and beneficial owners have completed their required registrations with SAFE However we may not at

all times be fully aware or informed of the identities of all our beneficial owners who are PRC citizens or residents

and we may not always be able to compel our beneficial owners to comply with the SAFE Circular 75 requirements

As result we cannot assure you that all of our shareholders or beneficial owners who are PRC citizens or residents

will at all times comply with or in the future make or obtain any applicable registrations or approvals required by
SAFE Circular 75 or other related regulations Failure by any such shareholders or beneficial owners to comply with

SAFE Circular 75 could subject us to fines or legal sanctions restrict our overseas or cross-border investment

activities limit our PRC subsidiaries ability to make distributions or pay dividends or affect our ownership structure

which could adversely affect our business and prospects

In addition the PRC National Development and Reform Commission or the NDRC promulgated rule in

October 2004 named the Interim Measures for the Administration of Examination and Approval of Overseas

Investment Projects or the NDRC Rule which requires NDRC approvals for overseas investment projects made by

PRC entities The NDRC Rule also provides that approval procedures for overseas investment projects of PRC

individuals must be implemented with reference to this NDRC Rule However there exist extensive uncertainties as to

interpretation of the NDRC Rule with respect to its application to PRC individuals overseas investment and in

practice we are not aware of any precedents that PRC individuals overseas investment has been approved by the

NDRC or challenged by the NDRC based on the absence of NDRC approval Our current beneficial owners who are

PRC individuals did not apply for NDRC approval for investment in us We cannot predict how and to what extent

this will affect our business operations or future strategy For example the failure of our shareholders who are PRC

individuals to comply with the NDRC Rule may subject these persons or our PRC subsidiary to certain liabilities

under PRC laws which could adversely affect our business

Fluctuations in the value of the RMB orfurther movements in exchange rates may have material adverse effect on

our financial condition and results of operations

At present all of our domestic sales are denominated in RMB and our export sales are denominated primarily

in U.S dollars In addition we incur portion of our cost of sales in Euros U.S dollars and Japanese yen in the

course of our purchase of imported production equipment and raw materials The value of the RMB against the U.S

dollar and other currencies is affected by among other things changes in Chinas political and economic conditions

and Chinas foreign exchange policies On July 21 2005 the PRC government changed its decade-old policy of

pegging the value of the RMB to the U.S dollar However the Peoples Bank of China regularly intervenes in the

foreign exchange market to limit fluctuations in RMB exchange rates and achieve policy goals Following the

removal of the U.S dollar peg in July 2005 the RMB appreciated more than 20% against the U.S dollar over the

three years following such removal While international reaction to the RMB revaluation has generally been positive

there remains significant international pressure on the PRC government to adopt an even more flexible currency

policy which could result in further and more significant appreciation
of the RMB against the U.S dollar and other

foreign currencies On June 19 2010 the Peoples Bank of China announced that it will allow more flexible

exchange rate for the RMB without mentioning specific policy changes although it ruled out any large-scale
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appreciation It is difficult to predict how long the current situation may last and when and how tile RMB exchange

rates may change going forward As we rely entirely on dividends paid to us by our PRC subsidiaries any significant

revaluation of the RMB may have material adverse effect on our revenues and lnancial condition and the value of

any dividends payable on our shares in foreign currency terms Furthermore appreciation or depreciation in the value

of the RMB relative to the U.S dollar would affect our financial results reported in U.S dollar terms without giving

effect to any underlying change in our business or results of operations

As very limited types of hedging transactions are available in China to reduce our exposure to exchange rate

fluctuations we have not entered into any such hedging transactions Accordingly we cannot predict the impact of

future exchange rate fluctuations on our results of operations and may incur net foreign exchange losses in the future

Governmental control qf currency conversion may a/Thct the ability of our company to obtain working cap ital from

our subsidiaries located in China and the value of your investment

The PRC government imposes controls on the convertibility oIRMB into foreign currencies and in certain

cases the remittance of currency out of China We receive substantially all of our revenues in RMR which currently

is not freely convertible currency Under our current structure our income is primarily derived from the operations

of Henan Zhongpin Shortages in the availability of foreign currency may restrict the ability of Henan Zhongpin to

remit sufficient foreign currency to pay dividends or other payments to us or otherwise satisfy its foreign currency-

denominated obligations Under existing PRC foreign exchange regulations payments relating to current account

transactions including dividend payments interest payments and expenditures from trade-related transactions can

be made in foreign currencies without prior approval from SAFE by coniplying with certain procedural requirements

However approval from appropriate government authorities is required in those cases in which RMU is to be

converted into foreign currency and remitted out of China in connection with capital account transactions such as

the repayment of loans denominated in foreign currencies Our PRC subsidiaries are able to pay dividends in foreign

currencies to us without prior approval from SAFE by complying with certain procedural requirements Our PRC

subsidiaries may also retain foreign currency in their respective current account bank accounts for use in payment of

international current account transactions However we cannot assure you that the PRC government will not take

measures in the future to restrict access to foreign currencies for current account transactions If the foreign exchange

control system prevents us from obtaining sufficient foreign currency to satisfy our currency demands we may not be

able to pay dividends in foreign currencies to our shareholders

Our PRC subsidiaries are subject to restrictions on making payments to us which could adverse/i affrct our cash

flow and our ability to pay dividendc on our capital stock

We are holding company incorporated in the State of Delaware and do not have any assets or conduct any

business operations other than our investment in our operating subsidiaries in China As result of our holding

company structure we will rely entirely on contractual payments or dividends from our PRC subsidiaries for our cash

needs including the funds necessary to pay any dividends and other cash distributions to our shareholders to service

any debt we may incur and to pay our operating expenses The payment of dividends by entities established in China

is subject to limitations Regulations in China currently permit payment of dividends only out of accumulated profits

as determined in accordance with accounting standards and regulations in China Each of our PRC subsidiaries

including Henan Zhongpin is required to set aside at least 10% of its after-tax profit based on PRC accounting

standards each year to its general reserves or statutory capital reserve fund until the aggregate amount of such reserves

reaches 50% of its respective registered capital As result our PRC subsidiaries are restricted in their ability to

transfer portion of their net assets to us in the form of dividends loans or advances We anticipate that in the

foreseeable future our PRC subsidiaries will need to continue to set aside 10% of their respective after-tax profits to

their statutory reserves Further as Henan Zhongpin and our other subsidiaries in China have in the past and may in

the future incur debt on their own the instruments governing such debt may restrict such subsidiarys ability to make

contractual or dividend payments to any parent corporation or other affiliated entity If we are unable to receive all of

the funds we require for our operations through contractual or dividend arrangements with our PRC subsidiaries we

may not have sufficient cash flow to fund our corporate overhead and regulatory obligations in the United States and

may be unable to pay dividends on our shares of capital stock

Uncertainties with respect to the PRC legal system could adverseh affrt our ability to enforce our legal rights
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We conduct our business primarily through Henan Zhongpin our subsidiary in China Our operations in China

are governed by PRC laws and regulations We are generally subject to laws and regulations applicable to foreign

investments in China and in particular laws applicable to wholly foreign-owned enterprises The PRC legal system is

based on written statutes Prior court decisions may be cited for reference but have limited precedential value

Since 1979 PRC legislation and regulations have significantly enhanced the protections afforded to various

forms of foreign investments in China However China has not developed fully integrated legal system and

recently-enacted laws and regulations may not sufficiently cover all aspects of economic activities in China In

particular because these laws and regulations are relatively new and because of the limited volume of published

decisions and their nonbinding nature the interpretation and enforcement of these laws and regulations involve

uncertainties In addition the PRC legal system is based in part on government policies and internal rules some of

which are not published on timely basis or at all that may have retroactive effect As result we may not be

aware of our violation of these policies and rules until some time after the violation The uncertainties regarding such

regulations and policies present risks that may affect our ability to achieve our business objectives liwe are unable to

enforce any legal rights we may have under our contracts or otherwise our ability to compete with other companies in

our industry could be materially and adversely affected In addition any litigation in China may be protracted and

result in substantial costs and diversion of our resources and management attention

It may he di/jIcult to ejjŁct service ofprocess upon us or our directors or senior management who live in China or to

entorce any judgments obtained from non-PR courts

Our operations are conducted and our assets are located within China In addition all but one of our directors

and all of our senior management personnel reside in China where substantially all of their assets are located You

may experience difficulties in effecting service of process upon us our directors or our senior management as it may

not be possible to effect such service of process outside China In addition China does not have treaties with the

United States and many other countries providing for reciprocal recognition and enforcement of court judgments

Therefore recognition and enforcement in China of judgments of court in the United States or certain other

jurisdictions may be difficult or impossible

Changes in China labor law restrict our ability to reduce our workforce in China in the event of an economic

downturn and may increase our production costs

In June 2007 the National Peoples Congress of China enacted new labor law legislation called the Labor

Contract Law which became effective on January 2008 On September 18 2008 the PRC State Council issued the

implementing rules for the Labor Contract Law The Labor Contract Law formalized workers rights concerning overtime

hours pensions layoffs employment contracts and the role of trade unions Considered one of the strictest labor laws in

the world among other things the Labor Contract Law provides for specific standards and procedures for the termination

of an employment contract and places the burden of proof on the employer In addition the law requires the payment of

statutory severance pay upon the termination of an employment contract in most cases including the case of the

expiration of fixed-term employment contract Further the law requires an employer to conclude an employment

contract without fixed-term with any employee who either has worked for the same employer for 10 consecutive years

or more or has had two consecutive fixed-term contracts with the same employer An employment contract without

fixed term can no longer be terminated on the ground of the expiration of the contract although it can still be terminated

pursuant to the standards and procedures set forth under the Labor Contract Law Finally under the Labor Contract Law

downsizing of either more than 20 people or more than 10% of the workforce may occur only under specified

circumstances such as restructuring undertaken pursuant to Chinas Enterprise Bankruptcy Law or where company

suffers serious difficulties in production andlor business operations or where there has been material change in the

objective economic circumstances relied upon by the parties at the time of the employment contract thereby making the

performance of such employment contract impossible To date there has been very little guidance as to how such

circumstances for downsizing will be interpreted and enforced by the relevant PRC authorities All of our employees

working for us exclusively within China are covered by the Labor Contract Law and thus our ability to adjust the size of

our operations when necessary in periods of recession or less severe economic downturns may be curtailed as result of

this regulation Accordingly if we face future periods of decline in business activity generally or adverse economic

periods specific to our business we expect that the Labor Contract Law will exacerbate the adverse effects of the

economic environment on our results of operations and financial condition
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PRC regulation of loans and direct investment by oJj.shore holding companies to PRC entities may delay or prevent us

from using the proceeds we received from our public offerings to make loans to our PRC subsidiaries or to make

additional capital contributions to our PRC subsidiaries which could nateriallv and adversely effect our liquidity

and our ability to fund and expand our business

We are an offshore holding company conducting our operations in China through our PRC subsidiaries In

utilizing the proceeds we received from any offering we plan to make loans to our PRC subsidiaries whether

currently in existence or to be formed in the future or make additional capital contributions to our PRC subsidiaries

Any loans we make to our PRC subsidiaries cannot exceed statutory limits and must be registered with SAFE

or its local counterparts Under applicable PRC law the government authorities must approve foreign-invested

enterprises registered capital amount which represents the total amount of capital contributions made by the

shareholders that have registered with the registration authorities In addition the authorities must also approve the

foreign-invested enterprises total investment which is equal to the companys registered capital plus the amount of

shareholder loans it is permitted to borrow under the law The ratio of registered capital to total investment cannot be

lower than the minimumstatutory requirement If we make loans to Henan Zhongpin Food Co Ltd our first-tier

PRC subsidiary that do not exceed its current maximum amount of borrowings we will have to register each loan

with SAFE or its local counterpart for the issuance of registration certificate of foreign debts In practice it could be

time-consuming to complete such SAFE registration process Alternatively or concurrently with the loans we might

make capital contributions to Henan Zhongpin Food Co Ltd and such capital contributions involve uncertainties of

their own Further SAFE promulgated circular known as Circular 142 on the Relevant Operating Issues

Concerning the Improvement of the Administration of Payment and Settlement of Foreign Currency Capital of

Foreign-invested Enterprises in August 2008 with respect to the administration of conversion of foreign exchange

capital contributions of foreign invested enterprise The circular clarifies that RMB converted from foreign

exchange capital contributions can only be used for the activities within the approved business scope of such foreign

invested enterprise and cannot be used for domestic equity investments unless otherwise permitted

We may not be able to complete the necessary government registrations or obtain the necessary government

approvals on timely basis if at all with respect to future loans by us to our PRC subsidiaries or with respect to

future capital contributions by us to our PRC subsidiaries If we fail to complete such registrations or obtain such

approvals our ability to use the proceeds we receive from public offerings and to capitalize or otherwise fund our

PRC operations may be negatively affected which could adversely and materially affect our liquidity and our ability

to fund and expand our business

We may be subject to fines and legal sanctions by SAFE or other PRC government authorities i/we or our employees

who are PRC citizens fail to comply with PRC regulations relating to employee stock incentive plan adopted by

offthore listed companies for PRC citizens

In February 2012 SAFE promulgated the Notice on Issues concerning the Foreign Exchange Administration for

Domestic Individuals Participating in Stock Incentive Plan of Offshore Listed Company or the Stock Option Rule which

terminated the Operating Procedures for Foreign Exchange Administration of Domestic Individuals Participating in

Employee Stock Ownership Plans and Stock Option Plans of Offshore Listed Companies issued by SAFE on March 28

2007 Under the Stock Option Rule PRC citizens who participate in any stock incentive plan including employee stock

holding plan share option plan or similar plans in an offshore listed company are required through Chinese agent which

could be PRC subsidiary of the offshore listed company to register with the relevant local SAFE branch and complete

certain other procedures We and our Chinese employees who have participated in our 2006 Equity Incentive Plan are

subject to the Stock Option Rule Failure to comply with these regulations may subject us or our Chinese employees to

fines or other legal sanctions imposed by SAFE or other PRC government authorities In addition the State Administration

of Taxation has issued several circulars concerning employee share options Under these circulars our employees working

in China who exercise our share options will be subject to PRC individual income tax Our PRC subsidiaries have

obligations to make filings with relevant tax authorities related to employee share options and withhold individual income

taxes resulting from the exercise of their share options If our employees fail to pay and we fail to withhold their income

taxes we may face sanctions imposed by tax authorizes or other PRC government authorities
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We may be classified as resident enterprise for PRC enterprise income tax purposes which could result in

unfavorable tax consequences to us and our non-PR shareholders

The new PRC Enterprise Income Tax Law or the EIT Law that became effective January 2008 provides that

enterprises established outside of China whose de facto management bodies are located in China are considered

resident enterprises and are generally subject to the uniform 25% enterprise income tax rate on their worldwide income

recent circular issued by the PRC State Administration of Taxation regarding the standards used to classify certain

Chinese-invested enterprises controlled by PRC enterprises or PRC group enterprises and established outside of China as

resident enterprises clarified that dividends paid by such resident enterprises and other income paid by such resident

enterprises will be considered to be PRC source income subject to PRC withholding tax currently at rate of 10%
when received or recognized by non-PRC resident enterprise shareholders This recent circular also subjects such

resident enterprises to various reporting requirements with the PRC tax authorities Under the implementation

regulations to the EIT Law de facto management body is defined as body that has material and overall management

and control over the manufacturing and business operations personnel and human resources finances and assets of an

enterprise In addition the recent circular mentioned above specifies that certain Chinese-invested enterprises controlled

by PRC enterprises or PRC group enterprises will be classified as resident enterprises if the following are located or

resident in China senior management personnel and departments that are responsible for daily production operation and

management financial and personnel decision-making bodies key properties accounting books company seal and

minutes of board meetings and shareholders meetings and half or more of senior management or directors having voting

rights However as this circular only applies to enterprises established outside of China that are controlled by PRC

enterprises or groups of PRC enterprises it remains unclear how the tax authorities will determine the location of de
facto management bodies for overseas incorporated enterprises controlled by individual PRC residents like us

Therefore although substantially all of our management is currently located in China we do not currently consider our

company to be PRC resident enterprise

If the PRC tax authorities determine that we are resident enterprise number of unfavorable PRC tax

consequences could follow First we will be subject to income tax at the rate of 25% on our worldwide income The

impact of the imposition of such enterprise income tax will be mitigated to the extent we can obtain foreign tax

credit for such taxes against our U.S income tax liability on such income Second although under the EIT Law and

its implementing rules dividends paid to us from our PRC subsidiaries would qualify as tax-exempted income we

cannot assure you that such dividends will not be subject to 10% withholding tax as the PRC foreign exchange

control authorities which enforce the withholding tax have not yet issued guidance with respect to the processing of

outbound remittances to entities that are treated as resident enterprises for PRC enterprise income tax purposes

Finally dividends payable by us to our investors and gain on the sale of our shares may become subject to PRC

withholding tax In the case of dividends paid to non-U.S holders any PRC withholding tax on dividends may be in

addition to U.S withholding tax that could otherwise apply This could have the effect of increasing our effective

income tax rate and could also have an adverse effect on our net income and results of operations and may require us

to withhold tax on our non-PRC shareholders

The discontinuation of the pre/erential tax treatments and government subsidies available to us could decrease our

net income and materially and adversely affect our financial condition and results of operations

Our PRC subsidiaries are incorporated in China and are governed by PRC income tax laws and regulations Prior

to January 2008 entities established in China were generally subject to 30% national and 3% local enterprise income

tax rate Various preferential tax treatments promulgated by national tax authorities were available to foreign-invested

enterprises Under the new PRC Enterprise Income Tax Law or the EIT Law China has adopted uniform enterprise

income tax rate of 25% for all PRC enterprises including foreign-invested enterprises Under the EIT Law and its

implementation regulations income derived by an enterprise from the primary processing of agricultural products

including slaughtering live hogs could be exempt from enterprise income tax Consequently majority of our

subsidiaries in China that slaughter live hogs are exempted from enterprise income tax For the year ended December 31

2011 the exempted income before income tax was $46.8 million and the impact of income tax resulting from the

exemption of net income from preliminary processing of agricultural products was $11.7 million Our other subsidiaries in

China are subject to the uniform 25% tax rate in relation to non-primary processing of agricultural products We cannot

assure you that the tax authorities will not change their position We cannot assure you that our PRC subsidiaries will
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continue to qualify for benefits under the EIT Law or that the local tax authorities will not in the future change their

position and revoke any of our past preferential tax treatments any of which could cause our effective tax rate to increase

cause our net income to decrease and materially and adversely affect our financial condition and results of operations

In addition the central and local PRC government has provided us with various subsidies to encourage our

research and development activities building new facilities using information technology building cold chain logistic

and distribution networks and for other contributions to the local community such as increasing employment

opportunities Subsidies granted to us by PRC governmental authorities are subject to review and may be adjusted or

revoked at any time in the future The discontinuation or reduction of subsidies currently available to us may

materially and adversely affect our financial condition and results of operations

Risks Relating to an Investment in Our Securities

We have not paid any cash dividends and no cash dividends will be paid in the foreseeable future

Henan Zhongpin deemed predecessor to our company and our subsidiary in China paid cash dividends to

its shareholders in 2002 and 2003 However we do not anticipate paying cash dividends on our common stock in the

foreseeable future and we may not have sufficient funds legally available to pay dividends Even if the funds are

legally available for distribution we may nevertheless decide not to pay or may be unable to pay any dividends We
intend to retain all earnings for our companys operations

The market price/or our common stock may be volatile and subject to wide fluctuations which may adversely affect

the price at which you can sell our shares

The market price for our common stock may be volatile and subject to wide fluctuations in response to factors

including the following

actual or anticipated fluctuations in our quarterly operating results

changes in financial estimates by securities research analysts

conditions in foreign or domestic meat processing or agricultural markets

changes in the economic performance or market valuations of other meat processing companies

announcements by us or our competitors of new products acquisitions strategic partnerships

joint ventures or capital commitments

addition or departure of key personnel

fluctuations of exchange rates between the RMB and the U.S dollar

intellectual property litigation and

general economic or political conditions in China

Furthermore certain short sellers and other funds have in the past and may again in the future take short

position or positions in our shares for the specific purpose of driving down our share price Short sellers may also

publish articles or other allegations in conjunction with such attacks Even when there is no truth to their claims and

we rebut their allegations such attacks can have material impact on our share price and divert management

resources and attention The securities market has also experienced significant price and volume fluctuations from

time to time that are not related to the operating performance of particular companies These market fluctuations may

also materially and adversely affect the market price of our stock
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Future sales of shares of our common stock may decrease the price for such shares

Our board of directors has the discretion to issue additional securities with an aggregate offering price of up

to $179500000 and up to 9562505 shares of our common stock may be sold by selling shareholders under our

registration statement on Form S-3 File No 333-171093 Actual sales of such shares or the prospect of sales of such

shares by the holders of such shares may have negative effect on the market price of the shares of our common

stock We may also register for resale additional outstanding shares of our common stock or shares that are issuable

upon exercise of outstanding warrants or reserved for issuance under our stock option plan Once such shares are

registered they can be freely sold in the public market If any of our shareholders either individually or in the

aggregate cause large number of securities to be sold in the public market or if the market perceives that these

holders intend to sell large number of securities such sales or anticipated sales could result in substantial reduction

in the trading price of shares of our common stock and could also impede our ability to raise future capital

Item lB Unresolved Staff Comments

None

Item Properties

Properties

The following table shows certain information relating to our corporate offices and other facilities

Approximate

Floor Area

Square Ownership

Location Feet Status Principal Uses

21 Changshe Road
221241 Owned Corporate headquarters

Changge City Henan province

South Part Changxing Road
622650 Owned Meat products processing plant

Changge City Henan province

South Part Changxing Road
676804 Owned

Meat vegetable and fruit products

Changge City Henan province processing plant

South Part Changxing Road
545325 Owned

Logistic center warehouse and

Changge City Henan province prepared meat processing plant

South Part Changxing Road
95667 Owned Dormitory

Changge City Henan province

East Part North Weiwu Road Changge
Logistic center warehouse and

2142475 Owned processing facility for vegetables
City Henan province

and fruits

Zhangying village Heshangqiao town
1435189 Owned Sire boars breeding

Changge City Henan province

Food Industrial Park Tangyin County
1684589 Owned Meat products processing plant

Anyang Henan province

17 Luogui Road Cangshan County
717604 Owned Meat products processing plant

Zhongjiang City Sichuan province

Industrial Park
1771483 Owned Meat products processing plant

Suiping City Henan province
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Shouyang Mountain Industry Park Yanshi
1653432 Owned Meat products processing plant

Luoyang City Henan province

Tuonan Industry Park
1711293 Owned Meat products processing plant

Yongcheng City Henan province

South of Xiliucheng Bridge Jinghai 1435200 Owned Meat products processing plant

Tianjin logistic center warehouse prepared

meat processing plant and research

and development center

West of Jiangqin Road Jiangyan Economy 1426340 Owned Meat products processing plant

Development Area Taizhou Jiangsu logistic center warehouse

province prepared meat processing plant

Jia San Road Nongan Industry Park 1500000 Owned Meat products processing plant

Nongan Jilin province logistic center warehouse

prepared meat processing plant

Calculated based upon the measurements of the land upon which the facility is situated

According to the laws of China the government owns all of the land in China and companies or individuals are authorized to use

the land only through land use rights granted by the PRC government We have long-term leases with the PRC government

affording us the right to use the land on which our production facilities are located With respect to those properties in this table

for which our ownership status is owned we own all of the buildings and other land improvements on the land

These properties are pledged to secure some of our outstanding loans Please refer to Note to our audited consolidated

financial statements for more information

Item Legal Proceedings

Neither our company nor any of our subsidiaries is party to any legal proceedings that individually or in the

aggregate are material to our financial statements as whole

Item Mine Safety Disclosure

Not applicable

PART II

Item Market for Registrants Common Equity Related Shareholder Matters and Issuer Purchases of

Equity Securities

Our shares began trading on the NASDAQ Global Select Market on December 27 2007 under the symbol

HOGS From January 31 2006 to December 26 2007 our shares traded on the OTC Bulletin Hoard under the

symbol ZHNP
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The following table contains information about the range of high and low sales prices for our common stock

based upon reports of transactions on the NASDAQ Global Select Market for each full quarterly period during the

periodJanuary 2010 to December3l20ll

High Low

2010

First Quarter 16.49 11.14

Second Quarter 14.00 10.42

Third Quarter 16.80 11.08

Fourth Quarter 25.00 16.25

2011

First Quarter 20.50 14.26

Second Quarter 17.31 9.03

Third Quarter 11.77 7.60

Fourth Quarter 10.95 6.60

These quotations reflect inter-dealer prices without retail mark-up mark-down or commissions and may not

represent actual transactions The high and low prices listed have been rounded up to the next highest two decimal places

As of March 12 2012 there were approximately 51 holders of record of our common stock On March 12

2012 the closing sale price of our common stock as reported by the NASDAQ Global Select Market was $10.11 per

share

While cash dividends were paid in 2003 and 2002 by Henan Zhongpin which is deemed predecessor to our

company and our subsidiary in China we have never paid or declared any dividend on our common stock and we do

not anticipate paying cash dividends in the foreseeable future As result of our holding company structure we would

rely entirely on contractual or dividend payments from our PRC subsidiaries for our cash flow to pay dividends on our

common stock The PRC government imposes controls on the conversion of RMB into foreign currencies and the

remittance of currencies out of China which also may affect our ability to pay cash dividends in the future See Item

1A Risk Factors Risks Relating to Conducting Business in China Governmental control of currency conversion

may affect the ability of our company to obtain working capital from our subsidiaries located in China and the value of

your investment Our PRC subsidiaries are subject to restrictions on making payments to us which could adversely

affect our cash flow and our ability to pay dividends on our capital stock and Note to our audited consolidated

financial statements In addition under our loan agreement with China Merchants Bank that terminates in November

2014 Henan Zhongpin is prohibited from paying dividends without consent of the bank and the dividends to be paid

cannot exceed 50% of the distributable dividends during the term of the loan agreement Under two of our loan

agreements with Agriculture Bank of China that terminate in December 2014 Henan Zhongpin is prohibited from

paying dividends if Henan Zhongpin fails to pay the portion of principal amount and interests of the loan that are due

each year during the term of the loan agreements Under our credit facility with Guangdong Development Bank that

terminates in September 15 2012 Tianjin Zhongpin is prohibited from paying dividends if its profit before taxes is

not sufficient to cover payment of the next installment of principal and interest
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The table below is summary of the shares repurchased by us during the year ended December 2011

July 2011 July31 2011

August 12011 August31 2011

September 2011 September 30 2011

October 2011 October31 2011

November 2011 November 30 2011

December 12011 December31 2011

Total

Total

Number of

Shares

Purchased

Approximate

Dollar Value

of Shares that

May Yet Be

Purchased

Under the

Plan or

_____________ Programs21

40000000

30883918

24202648

17913710

17913710

122700 16868926

2798538 16868926

All or 2798538 repurchased shares were made in open-market transactions

121
In July 2011 we announced that the Board of Directors had authorized Stock Repurchase Program to repurchase up

to $10 million of our common stock from July 2011 through July 2012 In August 2011 the dollar amount approved

under the Stock Repurchase Program was raised to $40 million and the expiration date was extended to August 2012

Performance Graph

The following graph compares the cumulative total return on our common stock the NASDAQ Composite

Index and peer group over the period commencing on December 31 2006 and ending on December 31 2011 The

peer group is comprised of companies that are engaged in the production and sale of meat products SIC Code 2011
and includes Hormel Foods Corporation Plandai Biotechnology Inc and Tyson Foods Inc

The performance graph assumes the value of the investment in the common stock of each index was 00 and

that all dividends were reinvested This graph is not necessarily indicative of future price performance
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The performance graph in this Item is not deemed to be soliciting material or to be filed with the SEC

or subject to Regulation 14A or 14C under the Exchange Act or to the liabilities of Section 18 of the Exchange Act

and will not be deemed to be incorporated by reference into any filings under the Securities Act of 1933 as amended

or the Exchange Act except to the extent we specifically incorporate it by reference into such filing

Securities Authorized for Issuance under Equity Compensation Plans

On January 30 2006 our board of directors and shareholders adopted and approved and on February 27

2007 our Board of Directors and shareholders approved the amendment and restatement of our 2006 Equity

Incentive Plan the Incentive Plan The Incentive Plan allows for awards of stock options restricted stock grants

and share appreciation rights for up to 1800000 shares of common stock On April 21 2008 the Compensation

Committee of our board of directors approved and on June 26 2008 our shareholders approved an amendment to the

Incentive Plan for the purpose of increasing the authorized shares from 1800000 shares to 2500000 shares

As of December 31 2011 options to purchase an aggregate of 1463333 shares of common stock had been

granted under the Incentive Plan Options granted in the future under the Incentive Plan are within the discretion of

our board of directors The following table summarizes the number of shares of our common stock authorized for

issuance under our equity compensation plans

Weighted-

Average

Exercise Price

of Outstanding

Plan Category _________________ Options __________________

Equity compensation plans approved by security

holders 11.87

Equity compensation plans not approved by sccurity

holders
_________________

N/A
__________________

Total 11.87 ________________

Item Selected Financial Data

The following selected consolidated income statement data for the
years

ended December 31 2011 2010 and

2009 and the selected consolidated balance sheet data as of December 31 2011 and 2010 have been derived from our

audited consolidated financial statements included elsewhere in this Report These consolidated financial data should

be read in conjunction with Managements Discussion and Analysis of Financial Condition and Results of

Operations and the financial statements and related notes included elsewhere in this Report Our selected

consolidated income statement data for the
years

ended December 2008 and 2007 and the selected consolidated

balance sheet data as of December 31 2009 2008 and 2007 have been derived from our audited financial statements

which are not included in this Report The historical results presented below are not necessarily indicative of the

results that may be expected in any future period

Number of

Securities to be

Issued Upon
Exercise of

Outstanding

Options

1267000

Number of

Securities

Remaining

Available

for Future

Issuance Under

Equity

Compensation

Plans excluding

options granted

1036667

10366671267000
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Selected Balance Sheet Data

Property Plant Equipment

Total Assets

Long-Term Loans Less

Current Maturities

Shareholders Equity

December 31

2011 2010 2009 2008 2007

In thousands

427930 291567 189589 133868 66430

991269 638681 498112 329783 217104

97261 83672 44913 23475 1635

504206 370994 296843 190914 143018

For the year ended December 31

The following selected consolidated income statement data for each full quarter within the years ended

December 31 2011 and 2010 have been derived from our unaudited quarterly consolidated financial statements which

are not included in this Report These consolidated financial data should be read in conjunction with Managements
Discussion and Analysis of Financial Condition and Results of Operations and the financial statements and related

notes included elsewhere in this Report The historical results presented below are not necessarily indicative of the

results that may be expected in any future period

2011

Years Ended December 31

2010 2009 2008

In thousands except per share amounts

2007

Selected Income Statement Data

Net Sales 1456208 946720 726037 539825 291373

Gross Profit 151329 110729 86478 68561 37504

Income From Operations 86404 64286 52908 36781 21917
Net Income 64221 58280 45590 31377 18525

Net Income per Common

Share

Basic 1.66 1.67 1.48 1.06 0.84

Diluted 1.66 1.65 1.46 1.05 0.80

2011 2010

December_31

2009 2008 2007

Selected Operating Data

Production Capacity MIT
Pork and Pork Products 874760 673760 584760 501560 346760

Vegetables and Fruits 30000 30000 30000 12600 23400
Metric Tons Produced

Pork and Pork Products 538263 498074 402261 240963 170162

Vegetables and Fruits 15774 19259 17896 13409 12263

Metric Tons SoIdw

Pork and Pork Products 532587 495159 388647 239669 167900

Vegetables and Fruits 17668 20497 16825 13472 11743

NumberofProducts 439 429 392 314 270

Number of Retail Stores 3428 3326 3205 3061 2939

Market Coverage

No of provinces 24 24 24 24 24

No of first-tier cities 29 29 29 29 29

No of second-tier cities 134 130 120 106 93

No of third-tier cities 432 421 383 324 287
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Year 2011

Selected Income Statement Data

Net Sales

Gross Profit

Income From Operations

Net Income

Net Income per Common Share

Basic

Diluted

Selected Income Statement Data

Net Sales

Gross Profit

Income From Operations

Net Income

Net Income per Common Share

Basic

Diluted

Item Managements Discussion and Analysis of Financial Condition and Results of Operations

Executive Summary

The following executive summary is intended to provide significant highlights of the discussion and analysis

that follows

In 2011 compared to 2010 net revenues increased 54% to $1456.2 million and net income increased

10% to $64.2 million In 2010 compared to 2009 net revenues increased 30% to $946.7 million and

net income increased 28% to $58.3 million

In 2011 compared to 2010 basic earnings per share decreased 0.6% to $1.66 and diluted earnings per

share increased 0.6% to $1.66 In 2010 compared to 2009 basic earnings per share increased 13% to

$1.67 and diluted earnings per share increased 13% to $1.65

We made solid progress executing our long-term growth strategy which focuses on expanding our

production capacity building well-known brand exploiting our sales capabilities by accessing more

retail outlets and sales channels

We believe that the following trends characterized the meat processing industry in China during 2011

consumers pay more attention to food safety the competition increased and government pressure

caused consolidation in the industry to accelerate We expect these trends to continue in 2012

Overview

We are principally engaged in the meat and food processing and distribution business in China Currently we

have 15 processing plants in China located in Henan Jiangsu Jilin and Sichuan provinces and in the municipality of

Tianjin Our current total production capacity for chilled pork and frozen pork is approximately 2024.3 metric tons

per average eight-hour day or approximately 728760 metric tons on an annual basis In addition we have production

capacity for prepared meats of approximately 350 metric tons per eight-hour day or approximately 126000 metric

tons on an annual basis and for vegetables and fruits of approximately 83.3 metric tons per eight-hour day or

approximately 30000 metric tons on an annual basis We also have annual production capacity for food oil pork oil

of approximately 20000 metric tons We use state-of-the-art equipment in all of our processing facilities

Q4 Q3 Q2 Qi Total

In thousands except per share amounts

405886 398086 366453 285783 1456208

36230 40037 39146 35916 151329

15252 24726 23642 22784 86404

9700 18323 19315 16883 64221

0.25 0.46 0.48 0.47 1.66

0.25 0.46 0.48 0.47 1.66

Year 2010

Q4 Q3 Q2 Qi Total

In thousands except per share amounts

286286 241076 215073 204285 946720

33198 27279 25334 24918 110729

20042 15800 13961 14483 64286

17984 14681 12365 13250 58280

0.51 0.42 0.36 0.38 1.67

0.50 0.42 0.35 0.38 1.65
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The following table shows as of March 2012 the annual production capacity of our processing plants

based on an eight-hour working day

Annual Capacity

Product Location in Metric Tons

Chilled and frozen pork Changge Henan province 81760

Deyang Sichuan province 45000

Zhumadian Henan province 72000

Anyang Henan province 85000

Luoyang Henan province 70000

Tianjin Municipality 100000

Taizhou Jiangsu province 100000

Changchun Jilin province 95000

Yongcheng Henan province 80000

728760

Prepared meats Changge Henan province 90000

Tianjin Municipality 36000

126000

Vegetables and fruits Changge Henan province 30000

Food oil pork oil Changge Henan province 20000

We believe we must continue to expand our production capacity to seize additional market share As result

we put into operation are currently constructing or plan to construct additional production facilities in different parts

of China

We put new facility in Tianjin with production capacity of approximately 36000 metric tons for

prepared pork products into operation in September 2011 This facility is phase two of our Tianjin

processing plant which has production capacity of approximately 100000 metric tons for chilled and

frozen pork

We put new facility in Nongan county Changchun Jilin province of China with production capacity

of approximately 70000 metric tons for chilled pork and 25000 metric tons for frozen pork into

operation in December 2011

We put new facility in Taizhou Jiangsu province of China with production capacity of approximately

80000 metric tons for chilled pork including easy-to-cook products and 20000 metric tons for frozen

pork into operation in December 2011

We are investing approximately $18.0 million in cold chain logistic distribution center in Anyang
Henan province This distribution center will have 27000 square meters temperature adjustable

warehouse processing capacity distribution center and quality control center This distribution center

will be used for third party cold chain logistic service We expect to put this distribution center into

operation in the third quarter of 2012

We are investing approximately $87.5 million in chilled and frozen food processing and distribution

center in Kunshan Jiangsu province which is near Shanghai city The whole center will be built in three

phases The first phase will include processing center cold chain logistics center and business complex

We plan to invest about $35.0 million on the first phase and put it into operation in the fourth quarter of

2012
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We are investing approximately $58.5 million to build new production research and development and

training complex in Changge Henan province excluding the cost of land use rights that we have already

obtained When completed we anticipate that this new facility will have production capacity of

approximately 100000 metric tons for prepared pork products Adjacent to this new production facility

we also plan to develop center for research and development training as well as quality control

Construction for the first phase with production capacity of approximately 50000 metric tons for

prepared pork products started in the second quarter of 2011 and is scheduled to be completed by the

second quarter of 2012

We will be investing approximately $49.0 million to build slaughtering and processing plant low

temperature prepared pork plant and logistics center in Tangshan Hebei province of China This facility

will have production capacity of approximately 60000 metric tons for chilled pork 20000 metric tons

for frozen pork and 22000 metric tons for prepared pork products The construction is scheduled to start

in the second quarter of 2012 We expect to put the new facility for chilled and frozen pork into

operation in the first
quarter

of 2013

We will be investing approximately $10.5 million in by-product processing plant in Changge Henan

province This facility will have production capacity for 100 million meters of casings and 300 billion

units of raw material to make heparin sodium The construction is scheduled to start in late first quarter

of 2012 We expect to put the new facility into operation in the fourth quarter of 2012

We established joint venture company of which we own 65% with Henan Xinda Animal Husbandry

Company Limited in June 2011 The joint venture company is financed by capital contributions and bank

loans All capital contributions to the joint venture company have been made to date We expect the new

company will provide 20000 sire boars annually We are currently building infrastructures for sire boars

breeding and plan to start operation in the second quarter of 2012

We believe these plants will enable us to achieve synergies in certain areas including the purchase of raw

materials logistics and marketing To further expand our business and to upgrade the Zhongpin brand from regional

brand to national brand we intend to expand our production into other provinces in which pork is traditionally

consumed in significant quantities and in which there is sufficient hog supply In an effort to minimize our risk and the

potential of losses when expanding into new markets in the past we have entered certain markets by leasing rather than

purchasing or constructing our production facilities because we believe that even after conducting comprehensive

market research and professional due diligence there is significant risk that market will not generate the level of sales

we expect In the future we would like to replicate our success in Henan province in other provinces in northern and

eastern China where we would like to build capacity clusters similar to the cluster we constructed in Henan province We
intend to lease acquire or build new facilities to support the development of our target markets

Our capacity utilization rate was approximately 77% 77% and 74% for 2011 2010 and 2009 respectively

The capacity utilization rate is calculated by using our production quantity divided by our weighted average capacity

in each year Our capacity utilization rate fluctuated during those periods due to the supply of live hogs and raw

materials in certain periods the price fluctuation for live hogs in different areas near our production facilities our

maintenance of machinery and facilities and our sales capability Our ability to maintain higher utilization rates is

also impacted by how quickly we are able to ramp up production at newly constructed facilities and how quickly the

market for our products develops in new target geographies Our target capacity utilization rate at our production

facilities is approximately 75% for chilled and frozen pork products facilities and approximately 80% for prepared

pork products facilities The utilization rate we maintained in 2011 was primarily due to the strong market demand for

our products We anticipate that it will typically require three to six months for utilization rates at our new production

facilities to reach our target utilization rate

Our products are sold under the Zhongpin brand name As of December 31 2011 our customers included

122 international and domestic fast food companies in China 136 processing factories and 1423 school cafeterias

factory canteens hotels army bases hospitals and government departments At such date we also sold directly to

3428 retail outlets including supermarkets within China
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We have established distribution networks in 20 provinces and in the four central government administered-

municipalities of Beijing Shanghai Tianjin and Chongqing in the North East South and Mid-South regions of

China and have also formed strategic business alliances with leading supermarket chains within China We also

export our products to Europe Hong Kong as well as other selected countries and regions in Asia

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of operations are based on our consolidated

financial statements which have been prepared in accordance with U.S generally accepted accounting principles The

preparation of these financial statements requires us to make estimates and judgments that affect the reported amounts

of assets liabilities revenues and expenses We continually evaluate our policies and estimation procedures

Estimates are often based on historical experience and on assumptions that are believed to be reasonable under the

circumstances but which could change in the future Actual results may differ from these estimates under different

assumptions or conditions

Critical accounting policies are defined as those that are reflective of significant judgments estimates and

uncertainties and potentially result in materially different results under different assumptions and conditions We

believe the following are our critical accounting policies

Revenue Recognition Revenues generated from the sale of various meat products and vegetables and fruits

are recognized when these products are delivered to customers in accordance with previously-agreed-upon pricing and

delivery arrangements and the collectability of these sales is reasonably assured Since the products sold by us are

primarily perishable and frozen food products the right of return is only valid for few days and has been determined

to be insignificant by our management Accordingly no provision has been made for returnable goods Revenues

presented on our consolidated income statements are net of sales taxes

Accounts Receivable During the normal course of business our policy is to ask customers to make deposits in

reasonable and meaningful amounts on case-by-case basis We have established strict credit policies to manage the

credit we give to our customers and we give different credit terms to different types of customers in different sales

channels For supermarket customers the credit terms are generally two to four weeks For showcase stores and branded

stores the credit terms are generally cash sales within one week For food distributors the credit terms are generally two

weeks For restaurants and non-commercial customers the credit terms are from one week to one month These credit

terms are subject to negotiation if requested by our customers but any adjustment must be approved by designated

management

We regularly evaluate and monitor the creditworthiness of each of our customers in accordance with the

prevailing practice in the meat industry considering factors such as general economic conditions and industry-specific

economic condition in China historical customer performance as well as anticipated customer performance We

maintain general policy of providing 100% allowance for doubtful accounts in an amount equal to the aggregate

amount of those accounts that are not collected within one year plus an amount equal to 5% of the aggregate amount of

accounts receivable less than one year old After all attempts to collect receivable have failed the receivable is written

off against the allowance We also examine the credit terms of significant customers regularly and ask for more cash

deposits if these customers appear to have any indicators of delaying their payments to us Such deposits are usually

applied towards the outstanding accounts receivable The focus of our collection effort is on receivable balances less than

one year old as receivable over year old has typically been insignificant compared to the total gross receivable With

such practice in place we did not have any specific bad debt allowance provided against specific customers as of

December 31 2011

Inventories Inventories are comprised of raw materials and low-value consumables work-in-progress and

finished goods Inventories are stated at the lower of cost or market-based prices according to the weighted average

method Production cost components include the purchase cost of live hogs direct labor depreciation packaging

material utility expense and other manufacturing overhead By using systematic costing system the production cost is

allocated to various products at the stage of work-in-progress and finished goods respectively Net realizable value is the

estimated selling price in the ordinary course of business less estimated costs to complete and dispose We regularly

inspects the shelf life of prepared foods and if necessary writes down their carrying value based on their salability and

expiration dates as cost of goods sold
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Impairment of Long-Lived Assets We review long-lived assets for impairment annually or whenever events

or changes in circumstances indicate that the carrying amount of an asset may not be recoverable through the

estimated undiscounted future cash flows expected to result from the use and eventual disposition of that asset If the

carrying amount of an asset exceeds its estimated undiscounted future cash flows the carrying amount is compared to

its fair value and an impairment charge is recognized to the extent of the difference Factors that we consider

important which could individually or in combination trigger an impairment review include the following

significant underperforrnance relative to expected historical or projected future operating results significant

changes in the manner of our use of the acquired assets or the strategy for our overall business and negative

industry or economic trends On an annual basis we assess whether events or changes in circumstances occur that

potentially indicate that the carrying value of long-lived assets may not be recoverable We concluded that there were

no such events or changes in circumstances during fiscal 2011

Income Taxes We recognize deferred tax liabilities and assets Deferred tax assets and liabilities are

recognized for the future tax consequence attributable to the difference between the tax bases of assets and liabilities

and their reported amounts in the financial statements Deferred tax assets and liabilities are measured using the

enacted tax rate expected to apply to taxable income in the years in which those temporary differences between the

book and tax bases of recorded assets and liabilities are expected to be recovered or settled If it is more likely than

not some portion or all of the net deferred tax asset will not be realized the deferred tax asset will be reduced by

valuation allowance The effect on deferred tax assets and liabilities of change in tax rates is recognized in income in

the period that included the enactment date

We were established under the laws of the State of Delaware and are subject to U.S federal income tax and

Delaware state income tax Falcon Link was established under the laws of the British Virgin Islands and is not subject

to income tax in accordance with the laws and regulations of the British Virgin Islands Our other operating

subsidiaries which are located in China are subject to the PRC Enterprise Income Tax EIT Law which was

effective January 2008 and has uniform statutory tax rate of 25% Under the Eli law income derived by an

enterprise primarily from the processing of agricultural products including slaughtering live hogs is exempt from

EIT Consequently the majority of our subsidiaries in China that engage in the slaughtering of live hogs are exempted

from EIT Such exempted income before income tax is deemed as part of permanent difference for the purpose of

determining the proper income tax provision Our remaining subsidiaries in China are subject to the uniform 25% tax

rate on non-primary processing of agricultural products

There is no consolidated enterprise income tax return concept in China As result if one subsidiary has net

income that net income cannot be offset by the loss incurred by another subsidiary within the group of companies

consolidated for financial reporting purposes Similarly if one subsidiary has net operating loss that net operating

loss cannot be offset by the net income in another subsidiary within the group of companies consolidated for financial

reporting purposes

For the years ended December 31 2011 2010 and 2009 there were no unrecognized tax benefits or interest

and penalties for uncertain tax positions recorded in income tax expense We have no unrecognized tax benefit

included in the consolidated balance sheet that would if recognized affect the effective tax rate

Value Added Tax In addition to Enterprise Income Tax our operating subsidiaries located in China are also

subject to value added tax imposed by the PRC government on their domestic product sales The output VAT is charged

to customers who purchase goods from us and the input VAT is paid when we purchase goods from our vendors The

input VAT can be offset against the output VAT however due to the PRC government prescribed ceiling on how much

input VAT an enterprise may deduct in any given month an input VAT recoverable balance is generated to be offset

against future output VAT Similar to EIT VAT recoverable cannot be utilized by another subsidiary within the group of

companies consolidated for financial reporting purposes On semi-annual basis we forecast for each subsidiary

separately the amount of sales revenue necessary to fully utilize the VAT recoverable The factors we consider in

performing these forecasts include industry-specific and local economic conditions as well as consumer behavior by the

subsidiaries designated geographical region and the demographics within those regions Once the VAT recoverable for

subsidiary is determined to be non-recoverable in part or in full the VAT recoverable is written-off as impairment loss

For the years ended December 31 2011 2010 and 2009 $1614167 $1015780 and $56103 of impairment loss were

recognized respectively
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Share-Based Compensation We adopted the Financial Accounting Standards Board Accounting Standards

Codification Topic 718 Stock Compensation ASC 718 formerly FASB Statement 123R which requires the

measurement at fair value and recognition of compensation expense for all share-based payment awards The

determination ol the fair value of our stock options at the grant date requires judgment We use the Black-Scholes

option pricing model to estimate the fair value of these share-based awards consistent with the provisions of ASC 718

Option pricing models including the Black-Scholes model also require the use of input assumptions including

expected volatility expected life expected dividend rate and expected risk-free rate of return If factors change and

we employ different assumptions in the application of ASC 718 in future periods the compensation expense recorded

under ASC 71 may differ significantly from the amount recorded in the current period During fiscal 2011 expected

stock price volatility and the assumed risk free rate both increased slightly based upon recent historical trends These

changes are not material to our consolidated financial position or results of operations There were no other material

changes in the estimates or assumptions used to determine share-based compensation during fiscal 2011

Results of Operations

The following table sets forth for the periods indicated our consolidated statements of income and certain

other information each expressed as percentage of sales revenues

Years Ended December 31

2011 2010 2009

of Sales of Sales 0/ of Sales

Amount revenues Amount revenues Amount revenues

U.S dollars in thousands

Sales revenues 1456208 100.0 946720 100.0 726037 100.0

Cost of sales 1304879 -89.6 835991 -88.3 639560 -88.1

Gross profit 151329 10.4 110729 11.7 86478 11.9

General and administrative expenses 29233 -2.0 24063 -2.5 18802 -2.6

Selling expenses 33582 -2.3 20727 -2.2 14708 -2.0

Research and development expenses 496 0.0 639 0.0 57 0.0

Impairment loss 1614 -0.1 1016 -0.1 56 0.0

Gain on disposal of subsidiary 654 0.1

Loss from sale-leaseback transaction 601 -0.1

Income loss from operations 86404 5.9 64286 6.8 52908 7.3

Interest expense 21548 -1.5 7910 -0.8 6100 -0.8

Other income expense 233 0.0 1954 0.2 839 -0.1

Government subsidies 3934 0.3 4184 0.4 3441 0.5

Net income before taxes 69023 4.7 62513 6.7 49409 6.8

Provision for income taxes 4808 -0.3 4234 -0.4 3819 -0.5

Net income after taxes 64215 4.4 58280 6.2 45590 6.3

Net icome attributable to noncontrolling

interest 0.0

Net income attributable to Zhongpin

Inc shareholders 64221 4.4 58280 6.2 45590 6.3

Foreign currency translation adjustment

attributable to Zhongpin Inc

shareholders 23328 1.6 10638 1.1 156 0.0

Comprehensive income attributable to

Zhongpin inc shareholders
87549 6.0 68918 7.3 45435 6.3

In 2012 we expect that the demand for pork in China and the results of the pork and pork products segment

of our business will remain strong while live hog prices will drop approximately 5%-20% compared with 2011 We

anticipate that our profit margin in 2012 will decrease due to increased competition in the industry the expected

increase in labor cost and overheads and the expected increase in quality control cost in response to increased

importance on food safety placed by government and consumers
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Comparison of Years Ended December 31 2011 and December 31 2010

Revenue Total revenue increased from $946.7 million in 2010 to $1456.2 million in 2011 which

represented an increase of $509.5 million or approximately 54% The increase in revenues was primarily due to the

increased pork price resulting from the imbalance of supply and demand in the market and increased cost to raise

hogs and also due to increased sales volume in our meat and meat products segment resulting from the effects of the

continuing increases in the number of our retail stores geographic expansion and increased sales to food service

distributors in China during the year

The following table presents certain information regarding our sales by product division for 2011 and 2010

Sales by Division

Year Ended Year Ended

December 31 2011 December 31 2010

Metric Sales Revenues Average Price Metric Sales Revenues Average Price

Tons in millions Metric Ton Tons in millions Metric Ton

In thousands except per share amounts

Pork and Pork Products

Chilled pork 309545 890.1 2876 265315 514.6 1940

Frozen pork 134537 347.7 2584 152766 258.5 1692

Prepared pork products 88505 202.5 2288 77078 157.4 2042

Vegetables and Fruits 17668 15.9 900 20497 16.2 790

Total 550255 1456.2 2646 515656 946.7 1836

The pork market in China is highly fragmented and in the markets where we sell our products no single

supplier has significant effect on the market price of pork or related pork products We have been pricing our

products based on the value of our brand the quality of our products hog prices in the applicable period and pricing

trends for similar products in the regions in which we operate

In 2011 we increased our sales of chilled pork products by approximately $375.5 million over the amount of

our sales of such products in 2010 As shown in the table above our average price during 2011 was approximately

$2876 per metric ton for chilled pork compared to $1940 during 2010 an increase of 48% The number of metric

tons of chilled pork sold during 2011 increased by 44230 or 17% from 2010 Our total revenue increased primarily

due to the increase in average price in 2011 as result of market fluctuations and partially due to successful capacity

expansion increased sales to existing customers and significantly increased volume of sales of our products as we

entered new geographic markets expanded our points of sales and acquired new customers

In 2011 we increased our sales of frozen pork products by approximately $89.2 million over the amount of

our sales of such products in 2010 Our average price during 2011 was approximately $2584 per metric ton for frozen

pork compared to $1692 during 2010 The number of metric tons of frozen pork sold during 2011 decreased by

18229 or 12% from 2010 Our total revenue increased primarily due to the increase in average price in 2011 as

result of market fluctuations which was partially offset by volume decrease due to our changed strategy focusing on

higher margin products such as chilled pork products and prepared pork products and less on frozen pork products

In 2011 we increased our sales of prepared pork products by approximately $45.1 million over the amount of

our sales of such products in 2010 Our average price during 2011 was approximately $2288 per metric ton for

prepared pork products compared to $2042 during 2010 an increase of 12% The number of metric tons of prepared

pork products sold during 2011 increased by 11427 or 15% from 2010 This product division is becoming more

important to our business as customers increasingly demand prepared pork products We plan to gradually increase

sales from prepared pork products by building up our brand recognition and expanding our capacities for this division
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The sales of meat and vegetable products are closely related to the particular regional markets in which our

distribution channels are located Therefore the increase in metric tons sold in 2011 was partly attributable to our

effort to expand our distribution channels The following table sets forth the changes in our distribution channels

Numbers of Stores and Cities Generating Sales Volume

Percentage of

December 31 Net Change Change

2011 2010

Showcase store

Branded stores

Supennarket counters

Total

First-tier cities

Second-tier cities

Third-tier cities

Total

162 157

1310 1072 238

1956 2097 141
3428 3326 102

29 29

134 130

432 421 11

595 580 15

3%
22%

7%
3%

The expansion in our distribution channels and geographical coverage has been significant factor in the

increase in our sales volume The following table shows our revenues by distribution channel in 2011 and 2010

respectively

Sales by Distribution Channel

U.S dollars in millions

Percentage

_____________________________ Net Change of Change

Retail channels

Wholesalers and distributors

Restaurants and food service

Export

466.5

536.4

416.2

363.4

308.1

263.0

103.1

228.3

153.2

24.9

28%

74%

58%

204%

54%

The increase in sales to different distribution channels was primarily due to the following factors

we have built up our brand image and brand recognition through general advertising displays and

sales campaigns

we have increased the number of stores and other channels through which we sell our products

we believe consumers are placing more weight on food safety considerations and are willing to pay

higher prices for safe food products and

pork prices began to increase in the middle of 2010 and reached its peak in the third quarter of 2011

3%
3%

3%

Years Ended December 31

2011 2010

Total

37.1 12.2

1456.2 946.7 509.5
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Cost of Sales As discussed above all of our meat products are derived from the same raw materials which

are live hogs Our vegetable and fruit products are purchased from farmers located close to our processing facility in

Changge City Henan province As result the purchasing costs of live hogs and vegetables and fruits represent

substantially all of our costs of raw materials Our costs of sales primarily include our costs of raw materials labor

costs and overhead Of our total cost of sales our cost of raw materials typically accounts for approximately 95% to

96% our overhead typically accounts for 2.6% to 3.1% and our labor costs typically accounts for 1.4% to 1.7% with

slight variations from period to period

Costs of Sales by Division

Year Ended Year Ended

December 31 2011 December 31 2010

Metric Sales Revenues Average Price Metric Sales Revenues Average Price

Tons in millions Metric Ton Tons in millions Metric Ton

Pork and Pork Products

Chilled pork 309545 803.1 2594 265315 458.3 1727

Frozen pork 134537 324.1 2409 152766 238.6 1562

Preparedporkproducts 88505 164.5 1859 77078 125.7 1631

Vegetables and Fruits 17668 13.2 747 20497 13.4 654

Total 550255 1304.9 2371 515656 836.0 1621

Our gross profit margin gross profit divided by sales revenue decreased from 11.7% in 2010 to 10.4% in

2011 The decrease in our gross profit margin during 2011 was primarily due to competition in the market ii the

rise in pork prices being less than the increase in hog prices which is the bulk of our cost of sales iii increased

promotional activities to grow our market share and iv the increase in overhead due to the higher labor cost and

utility cost In addition we decided to accrue provision for VAT recoverable because during 2011 our VAT
recoverable increased significantly due to significant increase in hog prices and an increase in our purchase volume

As result our gross profit margin was lower than the level we would expect to achieve once we fully integrate our

new production facilities and expand into new regional markets for our products We intend to adjust our production

levels and product mix and the percentages of our sales through our different sales channels in the coming quarters to

increase our gross profit margin

General andAdministrative Expenses General and administrative expenses increased from $24.1 million in

2010 to $29.2 million in 2011 which represented an increase of $5.1 million or approximately 21% As percentage

of revenues general and administrative expenses decreased from 2.5% in 2010 to 2.0% in 2011

The increase in general and administrative expenses during the year ended December 31 2011 was primarily

the result of $2.3 million increase in salary expense due to the expansion of our business which required the hiring

of more employees and management staff and $0.4 million increase in depreciation due to our capacity expansion

which required more property plant and equipment

Selling Expenses Selling expenses increased from $20.7 million in 2010 to $33.6 million in 2011 which

represented an increase of $12.9 million or approximately 62% As percentage of revenue selling expenses

increased from 2.2% in 2010 to 2.3% in 2011 The increase in selling expenses was primarily the result of $2.7

million increase in salary expenses $0.3 million increase in advertising expenses and $5.7 million increase in

transportation expenses

Research and Development Expenses Research and development expenses decreased from $0.6 million in

2010 to $0.5 million in 2011 which represented decrease of $0.1 million

Impairment loss Impairment loss increased from $1.0 million in 2010 to $1.6 million in 2011 which

represented an increase of $0.6 million or approximately 60% The increase was primarily the result of $1.6 million

increase in provision of value added tax VAT recoverable At the end of 2011 we stopped leasing facility in

Jilin when the leasing agreement expired and moved all those operations to Changchun Zhongpin The VAT
recoverable for Jilin Zhongpin could not be transferred so we wrote it off
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Interest Expense Interest expense increased from $7.9 million in 2010 to $21.5 million in 2011 which

represented an increase of$13.6 million or approximately 172% The increase in interest expense was primarily

result of an increase of $23.9 million in short-term bank loans an increase of$13.6 million in long-term bank loans

an increase of$159.0 million in bank notes payable and an increase in the interest rates published by the Peoples

Bank of China the central bank of China which increases were partly offset by an increase in interest income During

2011 we borrowed more bank notes payable because the commercial banks we deal with tightened bank loans

according to central government economy policies These banks encouraged us to borrow through bank notes payable

which are not under the direct control from government

Other Income Exchange Gain and Government Subsidies Other income exchange gain and government

subsidies decreased from $6.lmillion in 2010 to $4.2 million in 2011 which represented decrease of$l.9 million or

approximately 31% The decrease was because we booked $2.1 million government subsidies as deferred income in

2011 During 2011 we received government subsidy as earmarked to finance our capacity expansions in

Changchun Jilin province We decided to book this subsidy as deferred income and recognize it in the next 30 years

The PRC government provides subsidies to support businesses in the agriculture and related industries such as ours

Our business including hog breeding pork processing vegetable and fruit processing and cold-chain logistics as well

as related food safety and technological innovations all enjoy policy support from the PRC government We expect to

continue to receive government subsidies in future periods as the PRC government continues its policy of promoting

agriculture and related industries

Income Taxes The effective tax rate in China on income generated from the sale of prepared products is 25%

and there is no income tax on income generated from the sale of raw products including raw meat products and raw

vegetable and fruit products The increase of $0.6 million in the provision for income taxes in 2011 over 2010 resulted

from the increased sales of prepared meat products

Comparison of Years Ended December 31 2010 and December 31 2009

Revenue Total revenue increased from $726.0 million in 2009 to $946.7 million in 2010 which represented

an increase of $220.7 million or approximately 30% The increase in revenues was primarily due to increased sales

volume in our meat and meat products segment resulting from the effects of the continuing increases in the number of

our retail stores geographic expansion and increased sales to food service distributors in China during the year

The following table presents certain information regarding our sales by product division for 2010 and 2009

Sales by Division

Year Ended Year Ended

December 31 2010 December 31 2009

Metric Sales Revenues Average Price Metric Sales Revenues Average Price

Tons in millions Metric Ton Tons in millions Metric Ton

In thousands except per share amounts

Pork and Pork Products

Chilledpork 265315 $514.6 $1940 214253 $396.1 $1849

Frozenpork 152766 258.5 1692 133034 224.8 1690

Prepared pork products 77078 157.4 2042 41360 93.0 2249

Vegetables and Fruits 20497 16.2 790 16825 12.1 719

Total 515656 $946.7 $1836 405472 $726.0 $1791

The pork market in China is highly fragmented and in the markets where we sell our products no single

supplier has significant effect on the market price of pork or related pork products We have been pricing our

products based on the value of our brand the quality of our products hog prices in the applicable period and pricing

trends for similar products in the regions in which we operate
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In 2010 we increased our sales of chilled pork products by approximately $118.5 million over the amount of

our sales of such products in 2009 As shown in the table above our average price during 2010 was approximately

$1940 per metric ton for chilled pork compared to $1849 during 2009 an increase of 5% The number of metric

tons of chilled pork sold during 2010 increased by 51062 or 24% from 2009 Our total revenue increased primarily

due to successful capacity expansion increased sales to existing customers and significantly increased volume of

sales of our products as we entered new geographic markets expanded our points of sales and acquired new

customers and partially due to the increase in average price in 2010 as result of market fluctuations

In 2010 we increased our sales of frozen pork products by approximately $33.7 million over the amount of

our sales of such products in 2009 Our average price during 2010 was approximately $1692 per metric ton for frozen

pork compared to $1690 during 2009 The number of metric tons of frozen pork sold during 2010 increased by

19732 or 15% from 2009 While the average price in 2010 almost remained the same as that in 2009 our total

revenue increased due to successful capacity expansion increased sales to existing customers and significantly

increased volume of sales of our products as we entered new geographic markets expanded our points of sales and

acquired new customers

In 2010 we increased our sales of prepared pork products by approximately $64.4 million over the amount of

our sales of such products in 2009 Our average price during 2010 was approximately $2042 per metric ton for

prepared pork products compared to $2249 during 2009 decrease of 9% The number of metric tons of prepared

pork products sold during 2010 increased by 35718 or 86% from 2009 This product division is becoming more

important to our business as customers increasingly demand prepared pork products In 2010 we introduced to the

market more economically priced prepared pork product which was well received by our customers The change in

product mix with more customers purchasing the new product caused the average metric per ton price to decrease

compared to 2009 We plan to gradually increase sales from prepared pork products by building up our brand

recognition and expanding our capacities for this division

The sales of meat and vegetable products are closely related to the particular regional markets in which our

distribution channels are located Therefore the increase in metric tons sold in 2010 was partly attributable to our

effort to expand our distribution channels The following table sets forth the changes in our distribution channels

Numbers of Stores and Cities Generating Sales Volume

Percentage

December 31 Net Change of Change

2010 2009

Showcase store 157 145 12 8%
Branded stores 1072 1012 60 6%

Supermarket counters 2097 2048 49 2%
Total 3326 3205 121 4%

First-tier cities 29 29 -- --

Second-tier cities 130 120 10 8%
Third-tier cities 421 383 38 10%

Total 580 532 48 9%
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The expansion in our distribution channels and geographical coverage has been significant factor in the

increase in our sales volume The following table shows our revenues by distribution channel in 2010 and 2009

respectively

Sales by Distribution Channel

U.S dollars in millions

Years Ended December 31 Net Change ___________
2010 2009

Retail channels

Wholesalers and distributors

Restaurants and food service

Export

363.4

308.1

263.0

301.1

217.4

200.4

7.1

62.3

90.7

62.6

5.1

21%

42%

31%

72%

30%

The increase in sales to different distribution channels was primarily due to the following factors

our production capacity has increased since we put new facilities into operation in 2010 and

maintained our utilization rate for all facilities

we have built up our brand image and brand recognition through general advertising display

promotions and sales campaigns

we have increased the number of stores and other channels through which we sell our products and

we believe consumers are placing an increased importance on food safety and are willing to pay

higher prices for safe food products

Cost of Sales As discussed above all of our meat products are derived from the same raw materials which

are live hogs Our vegetable and fruit products are purchased from farmers located close to our processing facility in

Changge City Henan province As result the purchasing costs of live hogs and vegetables and fruits represent

substantially all of our costs of raw materials Our costs of sales primarily include our costs of raw materials labor

costs and overhead Of our total cost of sales our cost of raw materials typically accounts for approximately 95% to

97% our overhead typically accounts for 2% to 3.5% and our labor costs typically accounts for .5% to 1.7% with

slight variations from period to period

Costs of Sales by Division

Year Ended

December 31 2010

Metric Sales Revenues Average Price

Tons in millions Metric Ton

Year Ended

December 31 2009

Metric Sales Revenues Average Price

Tons in millions Metric Ton

Pork and Pork Products

Chilled pork

Frozen pork

Prepared pork products

Vegetables and Fruits

265315 458.3

152766

77078

20497 ______________

1562

1631

654

1722

599

Total 515656 836.0 1621 405472 639.6 1577

Percentage

of Change

Total

12.2

946.7 726.0 220.7

1727 214253

133034

352.7 1646

238.6
205.6 1545

125.7 41360 1.2

13.4 16825 10.1
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Our gross profit margin gross profit divided by sales revenue decreased from 11.9% in 2009 to 11.7% in

2010 The decrease in our gross profit margin during 2010 was primarily due to the percentage increase in pork

prices being less than the percentage increase in hog prices which is the main part of our cost of sales during most of

2010 iiwe are not able to adjust the selling price of our frozen and prepared pork products as frequently as we can

for our chilled pork products so while hog prices increased the margins for prepared and frozen products decreased

and iii our strategic decision to take
steps to increase our market share and utilization rate of our production capacity

at time when our production capacity increased due to the opening of new production facilities As result our

gross profit margin was lower than the level we would expect to achieve once we fully integrate our new production

facilities and expand into new regional markets for our products We intend to adjust our production levels and

product mix and the percentages of our sales through our different sales channels in the coming quarters to increase

our gross profit margin

General andAdministrative Expenses General and administrative expenses increased from $18.8 million in

2009 to $24.1 million in 2010 which represented an increase of $5.3 million or approximately 28% As percentage

of revenues general and administrative expenses decreased from 2.6% in 2009 to 2.5% in 2010

The increase in general and administrative expenses during the year ended December 31 2010 was primarily

the result of $1.0 million increase in salary expense due to the expansion of our business which required the hiring

of more employees and management staff and $1.5 million increase in depreciation due to our capacity expansion

which required more property plant and equipment

Selling Expenses Selling expenses increased from $14.7 million in 2009 to $20.7 million in 2010 which

represented an increase of $6.0 million or approximately 41% As percentage of revenue selling expenses increased

from 2.0% in 2009 to 2.2% in 2010 The increase in selling expenses was primarily the result of $1.5 million

increase in salary expenses $1.2 million increase in advertising expenses and $1.8 million increase in

transportation expenses

Research and Development Expenses Research and development expenses increased from $0.1 million in

2009 to $0.6 million in 2010 which represented an increase of $0.5 million The increase in research and

development expenses was due to the Companys increased effort in developing new products during 2010

Impairment Loss Impairment loss increased from $0.1 million in 2009 to $1.0 million in 2010 The increase

is due to the write-off of the VAT recoverable from the Heilongjiang facility We terminated the lease of that facility

in 2009 but still used the Heilongjiang subsidiary as portal to the local market In 2010 we re-evaluated the

performance of the subsidiary and determined that it would be more cost effective to cover the local market by our

Jilin facility and we closed the Heilongjiang subsidiary in 2010 As result we determined that the recoverability of

the Heilongjiang subsidiarys VAT is not likely and wrote it off as an impairment loss in 2010

Interest Expense Interest expense increased from $6.1 million in 2009 to $7.9 million in 2010 which

represented an increase of $1.8 million or approximately 30% The increase in interest expense was primarily result

of an increase of $7.1 million in short-term bank loans an increase of $49.2 million in long-term bank loans and an

increase in the interest rates published by the Peoples Bank of China the central bank of China which increases were

partly offset by an increase in interest income

Other Income and Government Subsidies Other income and government subsidies increased from $2.6

million in 2009 to $6.1 million in 2010 which represented an increase of $3.5 million or approximately 135% The

increase was because we received more government subsidies during the year that are both earmarked and non-

earmarked We have experienced an increase in government subsidies because by expanding into new regional

markets and constructing new facilities in new areas we have recently qualified to apply for more government

subsidies The PRC government provides subsidies to support businesses in the agriculture and related industries

such as ours Our business including hog breeding pork processing vegetable and fruit processing and cold-chain

logistics as well as related food safety and technological innovations all enjoy policy support from the PRC

government We expect to continue to receive government subsidies in future periods as the PRC government

continues its policy of promoting agriculture and related industries
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Income Taxes The effective tax rate in China on income generated from the sale of prepared products is 25%

and there is no income tax on income generated from the sale of raw products including raw meat products and raw

vegetable and fruit products The increase of $0.4 million in the provision for income taxes in 2010 over 2009 resulted

from the increased sales of prepared meat products

Segment Information

Under generally accepted accounting principles in the United States we operate in only one segment meat

production Our vegetable and fruit operations both financially and operationally do not represent significant

enough portion of our business to constitute separate segment However our product lines have been divided into

two divisions pork and pork products and vegetables and fruits

Our pork and pork products division is involved primarily in the processing of live hogs into fresh frozen and

processed pork products Our pork and pork products division markets its products domestically to our retail stores

food retailers foodservice distributors restaurant operators and noncommercial foodservice establishments such as

schools hotel chains healthcare facilities the military and other food processors as well as to international markets

Our vegetables and fruits division is involved primarily in the processing of fresh vegetables and fruits We
contract with more than 100 farms in Henan province and nearby areas to produce high-quality vegetable varieties

and fruits suitable for export The proximity of the contracted farms to our operations ensures freshness from harvest

to processing We contract to grow more than 25 categories of vegetables and fruits including asparagus sweet corn

broccoli mushrooms lima beans strawberries and capsicum

The following tables show our sales in metric tons and production processed in metric tons by division in

2011 2010 and 2009 and the percentage increases for each division between periods

Sales by Division

in metric tons

Percentage

Years Ended December 31 Net Increase Increase

2011 2010 2011/2010 2011/2010

Pork and Pork Products

Chilled pork 309545 265315 44230 17%

Frozen pork 134537 152766 18229 l2%
Prepared pork products 88505 77078 11427 15%

Vegetables and Fruits
17668 20497 2829 14%

Total
550255 515656 34600 7%
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Production by Division

in metric tons

Percentage

Years Ended December 31 Net Increase Increase

2011 2010 2011/2010 2011/2010

Pork and Pork Products

Chilledpork 309530 265218 44312 17%

Frozen pork 140244 156461 16217 l0%

Prepared pork products 88489 76395 12094 16%

Vegetables and Fruits
15774 19259 3485 18%

Total 554036 517332 36704 7%

Sales by Division

in metric tons

Percentage

Years Ended December 31 Net Increase Increase

2010 2009 2010/2009 2010/2009

Pork and Pork Products

Chilled pork 265315 214253 51062 24%

Frozen pork 152766 133034 19732 15%

Prepared pork products 77078 41360 35718 86%

Vegetables and Fruits 20497 16825 3672 22%

Total 515656 405472 110184 27%

Production by Division

in metric tons

Percentage

Years Ended December 31 Net Increase Increase

2010 2009 2010/2009 2010/2009

Pork and Pork Products

Chilledpork 265218 214119 51099 24%

Frozen pork 156461 145385 11076 8%

Prepared pork products 76395 42757 33638 79%

Vegetables and Fruits 19259 17896 1363 8%

Total 517332 420157 97176 23%
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Liquidity and Capital Resources and Capital Commitment

Liquidity and Capital Resources

We have financed our operations over the three years ended December 31 2011 primarily through cash from

operating activities borrowings under our lines of credit with various commercial banks in China net proceeds from

the sale of our equity securities and the proceeds from the exercise of certain of our outstanding stock purchase

warrants In October 2009 we completed registered direct common stock offering and received net proceeds of

approximately $57.1 million In November 2009 we entered into capital lease agreements and obtained net proceeds

of $14.3 million In March 2011 we completed follow-on underwritten registered public offering and received net

proceeds of approximately $66.4 million We will continue to finance our construction in progress and expansion of

our facilities through operating cash flow loans from commercial banks and proceeds from capita markets by issuing

new shares As of December 31 2011 2010 and 2009 we had cash and cash equivalents of $135.8 million $84.2

million and $69.0 million respectively Working capital at December 3120112010 and 2009 were $10.1 million

$35.0 million and $23.7 million respectively

Net cash provided by operating activities was $73.8 million $68.6 million and $40.8 million respectively in

20112010 and 2009

Year 2011

We have established and implemented corporate policies to manage our cash flows generated by our operating

activities We have established strict credit policies to manage the credit we give to our customers and we give

different credit terms to different types
of customers in different sales channels For supermarket customers the credit

terms are generally two to four weeks For showcase stores and branded stores the credit terms are generally cash

sales within one week For food distributors the credit terms are generally two weeks For restaurants and non

commercial customers the credit terms are from one week to one month These credit terms are subject to negotiation

if requested by our customers but any adjustment must be approved by designated management In general we ask

for credit terms from our suppliers We generally pay for the hogs we purchase within one week after the hogs pass

our health and quality examinations

In 2011 net cash provided by operating activities was $73.8 million which represented an increase of $5.2

million as compared to net cash provided by operating activities of $68.6 million in 2010 Of the $5.2 million increase

net income accounted for $5.9 million increase non-cash items accounted for $5.8 million increase offset by

changes in operating assets and liabilities of $6.6 million Of the non-cash items depreciation and amortization

accounted for $4.3 million of the increase in cash provided by operating activities due to the fact that more plants

equipment and machinery were put into use during 2011

Cash flow from changes in operating assets and liabilities accounted for approximately $6.6 million of the

decrease as compared to the cash flow of $8.8 million increase from changes in operating assets and liabilities in

2010 Of the $6.6 million decrease $21.9 million was attributable to the change of cash flow from inventories due to

the fact that we put more facilities into operation and consequently increased our inventory levels to maintain basic

inventory for each facility $4.8 million decrease was attributable to the change in cash flow from purchase deposits

due to an increase in hog prices which caused us to pay more in purchase deposits to secure our supply of hogs $2.5

million decrease was attributable to the change in cash flow from tax refund receivables as the increased purchase

volume and hog prices caused our tax refunds to increase The decreases were partly offset by $7.5 million increase

attributable to the change in cash flow from accounts payable and $8.4 million increase attributable to the change of

cash flow from other payables

Net cash used in investing activities was $240.2 million in 2011 which represented an increase of $139.4

million as compared to net cash of $100.8 million used in investing activities in 2010 We spent $79.3 million more

on the costs of construction for new production facilities $9.7 million more on acquiring land use rights and $68.7

million more on restricted cash so that we could issue bank notes payable for purchases in 2011 as compared to the

prior year The cash spent on building new production facilities was result of implementing our development

strategy of deploying new production facilities to increase our market coverage
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Net cash provided by financing activities was $211.1 million in 2011 an increase of $166.1 million compared
to net cash provided by financing activities of $44.9 million in 2010 In 2011 we received an additional $147.7

million of net proceeds from bank notes and an additional $14.3 million of short-term bank loans We repaid an

additional $37.2 million in net repayment from long-term bank loans net of proceeds of long-term loans and

received $66.4 million of net proceeds from
issuing common stock The increases were partly offset by an additional

$23.1 million used in repurchasing common stock compared to 2010

As of December 31 2011 Henan Zhongpin and its subsidiaries had short-term and long-term bank and

governmental loans in the aggregate amount of $228.9 million with weighted average interest rate per annum of

6.8 1% as shown in the following table

Short-term Loans

China Everbright Bank

Amount Maturity
Borrowed Interest Rate Date

6348300 7.22% 1/09/20 12

1587075 7.22% 11/27/2012

7935374

6348299

1976516

963001

6.10%

6.56%

6.56%

6.56%

01/21/2012

11/27/2012

06/22/2012

07/03/20 12

Zhongyuan Trust Co Ltd 25393198 7.10% 03/29/2012

City Finance short-term

Total

31741

115653574

Bank

China Construction Bank

Agriculture Development Bank of China

Guangdong Development Bank

Bank of Shanghai

China Minsheng Bank

China Merchants Bank

China CITIC Bank

Xuchang Commercial Bank

Rabobank Nederland

3174150 7.54% 09/15/2012

3967687 7.22% 09/28/20 12

4761225 6.71% 06/13/2012

4761225 7.54% 06/30/2012

1587075 7.22% 07/12/2012

4761225 7.22% 08/25/2012

4761225 7.32% 02/24/2012

1587075 7.32% 03/29/2012

2380612 7.22% 07/28/2012

2380612 7.22% 07/28/2012

2380612 7.22% 07/28/2012

2380612 7.22% 07/28/2012

3967687 7.02% 08/09/2012

3174150 7.02% 11/30/2012

3174150 6.56% 06/12/2012

7935374 6.53% 03/16/2012

7935374 6.10% 03/28/2012

0.00% Extendable
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Long-term Loan-Current portion

Canadian Government Transfer Loan

Long-term Loans

China Construction Bank

1587074

7935375

3174149

6.90%

6.90%

6.90%

3174150 6.90%

16016419

06/27/2012

06/30/2012

12/27/20 12

China Merchants Bank

11268232

1587074

11109524

3967687

3174149

11109524

12696599

7141837

6348299

6.65%

6.90%

6.90%

6.65%

6.90%

6.90%

6.90%

6.90%

6.90%

02/03/2013

05/27/2013

6/30/2013

12/9/20 13

12/27/20 13

6/27/2014

6/30/2014

12/27/2014

6/30/2015

Changge Old Town

The principal amount of this loan is interest free

1619581 7.00% Extendable

Of our outstanding short-term loans as of December 31 2011 $70.1 million aggregate principal amount of

loans was secured by our subsidiaries in China and $13.9 million aggregate principal amount of loans was guaranteed

by Henan Huanghe Enterprises Group Co Ltd an unaffihiated third party Huanghe Group

Of our long term loans outstanding at December 31 2011 $75.9 million are secured by land use rights and

property plant and equipment of our subsidiaries Total of land use rights and property plant and equipment pledged

amounts to $54.8 million at December 31 2011

In June 2011 Henan Zhongpin entered into mutual guarantee agreement with Huanghe Group Under the

agreement Henan Zhongpin agreed to guarantee bank loans of fluanghe Group in an amount up to $23.8 million and

Huanghe Group agreed to guarantee Henan Zhongpins bank loans in an amount up to $23.8 million The agreement

will expire in June 2012 At the expiration of the agreement each party will remain obligated under its guarantee for

any loans of the other party that are outstanding on the date of expiration of the agreement At 1ecember 31 2011

Henan Zhongpin had outstanding guarantees for $23.8 million of Huanghe Groups bank loans under the agreement

All of the bank loans guaranteed by Henan Zhongpin will mature within the next 12 months

Agriculture Bank of China

China Merchants Bank

Total

145671 6.02% 11/15/2011

Agriculture Bank of China

3174150

4761225

6348300

11/26/2012

03/22/20 13

06/21/2013

06/29/20 13

6.32%

6.32%

5.99%

4761225 6.90% 11/26/2013

7141837 6.90% 11/26/2014

Canadian Government Transfer Loan

Total

1052087

97261330

11/15/2041
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Under some of our loan agreements with Agricultural Bank of China we are subject to certain financial

covenants including debt-to-asset ratio and contingent liability ratio As of December 31 2011 we are in compliance

with all of these covenants

We believe our existing cash and cash equivalents together with our ability to secure bank borrowings will

be sufficient to finance our investment in new facilities with budgeted capital expenditures of approximately $138.6

million over the next 12 months and to satisfy our working capital needs We intend to satisfy our short-term debt

obligations that mature over the next 12 months through additional short-term bank loans in most cases by rolling the

maturing loans into new short-term loans with the same lenders

Year 2010

In 2010 net cash provided by operating activities was $68.6 million which represented an increase of $27.8

million as compared to the net cash provided by operating activities of $40.8 million in 2009 Of the $27.8 million

increase net income accounted for $12.7 million increase non-cash items accounted for $6.4 million increase and

changes in operating assets and liabilities accounted for $8.8 million increase Of the non-cash items depreciation and

amortization accounted for $5.5 million of the increase in cash provided by operating activities due to the fact that

more plants equipment and machinery were put into use during 2010

Cash flow from changes in operating assets and liabilities accounted for approximately $8.8 million of the

increase as compared to the cash flow of $15.7 million from changes in operating assets and liabilities in 2009 Of the

$8.8 million increase $25.3 million was attributable to the change of cash flow from inventories due to the fact that

we decreased our inventories to better manage our cash flow and in 2009 we had to build up our inventories to assist

the Chinese government in building up its pork reserves and we are prohibited from selling these reserves until pork

prices increase to level at which the government is willing to sell its reserves to stabilize pork prices conversely

$10.1 million decrease was attributable to the change of cash flow from accounts receivable because with more

operating facilities and the higher level of revenues we generated in 2010 our level of accounts receivable was higher

Net cash used in investing activities was $100.8 million in 2010 which represented decrease of $18.2

million as compared to the net cash of $119.0 million used in investing activities in 2009 We spent $28.2 million less

on the costs of construction for new production facilities $2.7 million more on acquiring land use rights and $5.1

million more on restricted cash so that we could issue bank payable notes to pay for purchases in 2010 compared to

the prior year The cash spent on building new production facilities was result of implementing our development

strategy of deploying new production facilities to increase our geographical market coverage

Net cash provided by financing activities was $44.9 million in 2010 decrease of $60.5 million compared to

the net cash provided by financing activities of $105.4 million in 2009 In 2009 we received $57.1 million of net

proceeds from issuing common stock but we had no such activities in 2010 We received $20.8 million more in net

proceeds from long-term bank loans net of repayment of long-term loans and $21.1 million less of net proceeds

from capital lease obligations during 2010 In addition we repaid $12.4 million more of short-term bank loans during

2010

Year 2009

In 2009 net cash provided by operating activities was $40.8 million which represented decrease of $25.0

million as compared to the net cash provided by operating activities of $65.8 million in 2008 Of the $25.0 million

decrease net income accounted for $14.2 million increase non-cash items accounted for $0.6 million increase and

changes in operating assets and liabilities accounted for $39.8 million decrease Of the non-cash items depreciation

and amortization accounted for $3.7 million of the increase in cash provided by operating activities due to the fact that

more plants equipment and machinery were put into use during 2009 the increase in depreciation expense is offset

by the decrease of $3.1 million in impairment loss
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Cash flow from changes in operating assets and liabilities accounted for approximately $39.8 million of the

decrease as compared to the cash flow of $24.1 million from changes in operating assets and liabilities in 2008 Of

the $39.8 million decrease $28.0 million was attributable to the change of cash flow from inventories due to the fact

that we increased our inventories to assist the Chinese government in building up its pork reserves and we were

prohibited from selling these reserves until pork prices increase to level at which the government wanted to sell its

reserves to stabilize pork prices $5.2 million was attributable to the change of cash flow from accounts payable due to

the fact that we purchased more hogs to build up the inventory and we consumed $3.7 million more on purchase

deposit due to the changes in market situation in hogs supply

Net cash used in investing activities was $119.0 million in 2009 which represented decrease of$l.7 million

as compared to the net cash of $120.7 million used in investing activities in 2008 We spent $7.3 million more on the

costs of construction for new production facilities $9.8 million more on acquiring land use rights and $15.5 million

more on restricted cash so that we could issue bank payable notes to pay for purchases in 2009 compared to the prior

year The cash spent on building new production facilities was result of implementing our development strategy of

deploying new production facilities to increase our geographical market coverage

Net cash provided by financing activities was $105.4 million in 2009 an increase of $56.4 million compared

to the net cash provided by financing activities of $49.0 million in 2008 We received $4.4 million in net proceeds

from long-term bank loans net of repayment of long-term loans $57.1 million of net proceeds from issuing common

stock and $10.2 million more of net proceeds from capital lease obligations during 2009 In addition we repaid $15.7

million more of bank notes during 2009

Capital Commitment

Stock Repurchase Program In July 2011 the Board of Directors authorized Stock Repurchase Program to

repurchase up to $10 million of our common stock from July 2011 through July 2012 In August 2011 the dollar

amount approved under the Stock Repurchase Program was raised to $40 million and the expiration date was

extended to August 2012 As of December 31 2011 we have repurchased 2798538 shares at an aggregate cost of

approximately $23.1 million

Capital Expenditure Please refer to Note to our audited financial statements for description of ongoing construction

projects and estimated cost to complete

Contractual Commitments

The following table summarizes our contractual obligations as of December 31 2011 and the effect those

obligations are expected to have on our liquidity and cash flow in future periods

Payments Due by Period

in thousands

Less Than More Than

Contractual Obligations Total Year 1-3 Years 3-5 Years Years

Long-term debt obligations 113278 16016 88231 6348 2672

Interest Payable 14806 750 13495 448 113

Capital lease obligations 5918 5918

Total 134002 22684 101736 6796 2785

Off-Balance Sheet Arrangements

We do not have off-balance sheet arrangements that have or are reasonably likely to have current or future

effect on our financial condition changes in financial condition revenues or expenses results of operations liquidity

capital expenditures or capital resources that is material to investors
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Inflation and Seasonality

While demand for our products in general is relatively high before the Chinese New Year in January or

February each year and lower thereafter we do not believe our operations have been materially affected by

seasonality In addition certain components of our operations such as revenue and cost of sales have partially

increased due to inflation however we do not believe that our overall results of operations have been materially

affected by inflation

Recently Issued Accounting Pronouncements

Adoption of FASB ASU 2011-11

In December 2011 the FASB issued Accounting Standards Update ASU No 2011-11 Disclosures about

Offsetting Assets and Liabilities ASU 2011-1 The amendments in this ASU require an entity to disclose

information about offsetting and related arrangements to enable users of its financial statements to understand the

effect of those arrangements on its financial position An entity is required to apply the amendments for annual

reporting periods beginning on or after January 2013 and interim periods within those annual periods An entity

should provide the disclosures required by those amendments retrospectively for all comparative periods presented

The adoption of ASU 2011-11 is not expected to have significant impact on our consolidated financial statements

Adoption of FASB ASU 2011-04

In May 2011 the Financial Accounting Standards Board FASB issued Accounting Standards Update

ASU No 2011-04 Fair Value Measurement Topic 820 which provided clarifications for Topic 820 and also

included instances where particular principle or requirement for measuring fair value or disclosing information

about fair value measurement has changed This ASU results in common principles and requirements for measuring

fair value and for disclosing information about fair value measurements in accordance with U.S GAAP and is

effective during interim and annual periods beginning after December 15 2011 for public entities Early application

by public entities is not permitted and the adoption of ASU 2011-04 is not expected to have material impact on our

consolidated financial position or results of operations

Item 7A Quantitative and Qualitative Disclosure About Market Risk

Disclosures About Market Risk

We may be exposed to changes in financial market conditions in the normal course of business Market risk

generally represents the risk that losses may occur as result of movements in interest rates and equity prices We

currently do not use financial instruments in the normal course of business that are subject to changes in financial

market conditions

Currency Fluctuations and Foreign Currency Risk

Substantially all of our operations are conducted in China with the exception of our export business and

limited overseas purchases of raw materials Most of our sales and purchases are conducted within China in RMB
which is the official currency of China As result the effect of the fluctuations of exchange rates is considered

minimal to our business operations

Substantially all of our revenues and expenses are denominated in RMB However we use the U.S dollar for

financial reporting purposes Conversion of RMB into foreign currencies is regulated by the Peoples Bank of China

through unified floating exchange rate system Although the PRC government has stated its intention to support the

value of RMB there can be no assurance that such exchange rate will not again become volatile or that RMB will not

devalue significantly against the U.S dollar Exchange rate fluctuations may adversely affect the value in U.S dollar

terms of our net assets and income derived from our operations in China
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Interest Rate Risk

We are exposed to interest rate risk through our short-term and long-term loans We have $115.7 million

short-term bank loans and $113.3 million long-term bank loans outstanding as of December 31 2011 and we have

not used any derivative financial instruments or engaged in any interest rate hedging activities to manage our interest

rate risk exposure Our future interest expense on short-term or long-term bank loans may increase or decrease due to

changes in market interest rates We monitor interest rates in conjunction with our cash requirements to determine the

appropriate level of bank loans relative to other sources of funds

Credit Risk

We have not experienced significant credit risk as most of our customers are long-term customers with

superior payment records Our receivables are monitored regularly by our credit managers No single customer or

supplier constitute more than 5% of our consolidated sales revenue for the
years

ended December 31 2011 and 2010

Item Financial Statements and Supplementary Data

The following consolidated financial statements notes thereto and the related independent auditors reports

contained on pages F-i and F-2 to our consolidated financial statements are herein incorporated

Consolidated balance sheets December 31 2011 and 2010

Consolidated statements of operations and comprehensive income Years ended December 31 2011 2010

and 2009

Consolidated statement of changes in shareholders equity Years ended December 31 2011 2010 and 2009

Consolidated statements of cash flows Years ended December 31 2011 2010 and 2009

Notes to consolidated financial statements Years ended December 31 2011 2010 and 2009

Item Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

Item 9A Controls and Procedures

Evaluation of Disclosure Controls and Procedures

An evaluation was performed under the supervision and with the participation of management including the

Chief Executive Officer CEO and the Chief Financial Officer CFO regarding the effectiveness of the design and

operation of our disclosure controls and procedures as defined in Rules 3a- 15e and Sd-15e promulgated under

the Securities Exchange Act of 1934 as amended as of December 31 2011 Based on that evaluation management

including the CEO and CFO has concluded that our disclosure controls and procedures were effective as of

December 31 2011

Management Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial

reporting as defined in Rules 13a-15f and lsd-15f of the Securities Exchange Act of 1934 Our internal control

system was designed to provide reasonable assurance to management and the board of directors regarding the

preparation and fair presentation of published financial statements Because of its inherent limitations internal control

over financial reporting may not prevent or detect misstatements Also projections of any evaluation of effectiveness

to future periods are subject to the risk that controls may become inadequate because of changes in conditions or the

degree of compliance with the policies or procedures may deteriorate
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Management conducted an evaluation of the effectiveness of our internal control over financial reporting as of

December 31 2011 In making this assessment we used criteria set forth by the Committee of Sponsoring

Organizations of the Treadway Commission COSO in Internal ControlIntegrated Framework Based on this

evaluation under the framework in Internal ControlIntegrated Framework issued by COSO management concluded

that our internal control over financial reporting was effective as of December 31 2011

Our independent registered public accounting firm BDO China Shu Lun Pan Certified Public Accountant

LLP has audited the financial statements included in this Form 10-K and has issued an attestation report on our

internal control over financial reporting Their attestation report on our internal control over financial reporting is

included in this Item 9A and their attestation report on the audit of the consolidated financial statements are included

in Item Financial Statements and Supplementary Data of this Annual Report on Form 10-K

During the quarter ended December 31 2011 there has been no change in our internal controls over financial

reporting that has materially affected or is reasonably likely to materially affect our internal controls over financial

reporting

Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders

Zhongpin Inc

Henan province P.R China

We have audited Zhongpin Inc.s internal control over financial reporting as of December 31 2011 based on

criteria established in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations

of the Treadway Commission the COSO criteria Zhongpin Inc.s management is responsible for maintaining

effective internal control over financial reporting and for its assessment of the effectiveness of internal control over

financial reporting included in the accompanying Item 9A Managements Report on Internal Control Over Financial

Reporting Our responsibility is to express an opinion on the Companys internal control over financial reporting

based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight

Board United States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether effective internal control over financial reporting was maintained in all material respects Our audit

included obtaining an understanding of internal control over financial reporting assessing the risk that material

weakness exists and testing and evaluating the design and operating effectiveness of internal control based on the

assessed risk Our audit also included performing such other procedures as we considered necessary in the

circumstances We believe that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accounting principles companys internal control over financial reporting

includes those policies and procedures that pertain to the maintenance of records that in reasonable detail

accurately and fairly reflect the transactions and dispositions of the assets of the company provide reasonable

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with

generally accepted accounting principles and that receipts and expenditures of the company are being made only in

accordance with authorizations of management and directors of the company and provide reasonable assurance

regarding prevention or timely detection of unauthorized acquisition use or disposition of the companys assets that

could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect

misstatements Also projections of any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of changes in conditions or that the degree of compliance with the policies

or procedures may deteriorate
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In our opinion Zhongpin Inc maintained in all material respects effective internal control over financial

reporting as of December 31 2011 based on the COSO criteria

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States the consolidated balance sheets of Zhongpin Inc as of December 31 2011 and the related

consolidated statements of income shareholders equity and cash flows for each of the three
years

in the period

ended December 31 2011 and our report dated March 14 2012 expressed an unqualified opinion thereon

Shenzhen P.R China

March 14 2012

Item 9B Other Information

None

PART III

Item 10 Directors Executive Officers and Corporate Governance

The information required by this Item is incorporated by reference to the information under Election of

Directors and Directors and Officers contained in our Proxy Statement for our 2012 Annual Meeting of

Shareholders which we will file with the Commission within 120 days after the end of 2011

Item 11 Executive Compensation

The information required by this Item is incorporated by reference to the information under Directors and

Officers Board of Director Compensation and Executive Compensation contained in our Proxy Statement for our

2012 Annual Meeting of Shareholders which we will file with the Commission within 120 days after the end of 2011

Item 12 Security Ownership of Certain Beneficial Owners and Management and Related Shareholder

Matters

The information required by this Item is incorporated by reference to the information under Security

Ownership of Certain Beneficial Owners and Management contained in our Proxy Statement for our 2012 Annual

Meeting of Shareholders which we will file with the Commission within 120 days after the end of 2011

Item 13 Certain Relationships and Related Transactions and Director Independence

The information required by this Item is incorporated by reference to the information under Directors and

Officers Director Independence Certain Relationships and Related Transactions and Executive Compensation

Equity Compensation Plan Information contained in our Proxy Statement for our 2012 Annual Meeting of

Shareholders which we will file with the Commission within 120 days after the end of 2011

Item 14 Principal Accounting Fees and Services

The information required by this Item is incorporated by reference to the information under Ratification of

Appointment of Independent Registered Public Accounting Firm contained in our Proxy Statement for our 2012

Annual Meeting of Shareholders which we will file with the Commission within 120 days after the end of 2011
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PART IV

Item 15 Exhibits and Financial Statement Schedules

Documents filed as part of this Report

Report of Independent Registered Public Accounting Firm

Financial Statements covered by the Report of Independent Registered Public Accounting Firm

Consolidated Balance Sheets as of December 31 2011 and 2010

Consolidated Statements of Operations and Comprehensive Income for the Years ended December

31 20112010 and 2009

Consolidated Statement of Changes in Shareholders Equity for the years ended December 31 2011

2010 and 2009

Consolidated Statements of Cash Flows for the years ended December 31 2011 2010 and 2009

Notes to Consolidated Financial Statements for the years ended December 31 2011 2010 and 2009

Schedules for the years ended December 31 2011 2010 and 2009

Schedule Condensed Financial Information of Registrant is included in Note 16 to our audited

financial statements and is incorporated into this Item 5a2 by reference

All other financial statement schedules for which provision is made in the applicable accounting

regulations of the Securities and Exchange Commission are not required under the related

instructions are inapplicable or the required information has been provided in the consolidated

financial statements or notes thereto

Exhibits

3.1 Certificate of Incorporation of the Registrant filed February 2003 with the Delaware

Secretary of State incorporated by reference to Exhibit 3.1 to our Registration Statement on

Form SB-2 filed with the Securities and Exchange Commission on January 22 2004

3.2 Amendment to Certificate of Incorporation of the Registrant filed on January 27 2006 with

the Delaware Secretary of State incorporated by reference to Exhibit 3.2 to our Current

Report on Form 8-K filed with the Securities and Exchange Commission on February

2006

3.3 Certificate of Designation of Series Convertible Preferred Stock of the Registrant filed

January 30 2006 with the Delaware Secretary of State incorporated by reference to Exhibit

3.3 to our Current Report on Form 8-K filed with the Securities and Exchange Commission

on February 2006

3.4 Amendment to Certificate of Incorporation of the Registrant filed February 16 2006 with

the Delaware Secretary of State incorporated by reference to Exhibit 3.1 to our Current

Report on Form 8-K filed with the Securities and Exchange Commission on February 23
2006

3.5 Amendment to the Certificate of Incorporation of the Registrant filed March 20 2007 with

the Delaware Secretary of State incorporated by reference to Exhibit 3.5 to our Annual

Report on Form 10-K for the year ended December 31 2006 filed with the Securities and

Exchange Commission on March 23 2007
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3.6 Amended and Restated By-laws of the Registrant incorporated by reference to Exhibit 3.2

to our Current Report on Form 8-K filed with the Securities and Exchange Commission on

September 14 2007

10.1 Amended and Restated 2006 Equity Incentive Plan incorporated by reference to Exhibit

10.1 to our Registration Statement on Form S-8 Registration No 333-156007 filed with

the Securities and Exchange Commission on December 2008

10.2 Mutual Guarantee Agreement dated June 24 2011 between Henan Zhongpin Food Share

Co Ltd and Henan Huanghe Enterprises Group Co Ltd Translated from Mandarin

10.3 Leasing Agreement dated November 2009 between Zhumadian Zhongpin Food Co Ltd

and De Lage Landen China Co Ltd incorporated by reference to Exhibit 10.2 to our

Annual Report on Form 10-K for the year ended December 31 2009 filed with the

Securities and Exchange Commission on March 15 2010 Translated from Mandarin

10.4 Transfer Contract dated November 2009 between Zhumadian Zhongpin Food Co Ltd

and De Lage Landen China Co Ltd incorporated by reference to Exhibit 10.3 to our

Annual Report on Form 10-K for the year ended December 31 2009 filed with the

Securities and Exchange Commission on March 15 2010 Translated from Mandarin

10.5 Financial Leasing Contract dated November 20 2009 between Henan Zhongpin Food Share

Co Ltd and CMB Financial Leasing Co Ltd incorporated by reference to Exhibit 10.4

to our Annual Report on Form 10-K for the year ended December 31 2009 filed with the

Securities and Exchange Commission on March 15 2010 Translated from Mandarin

10.6 Financial Leasing Contract dated November 20 2009 between Luoyang Zhongpin Food

Co Ltd and CMB Financial Leasing Co Ltd incorporated by reference to Exhibit 10.5

to our Annual Report on Form 10-K for the year ended December 31 2009 filed with the

Securities and Exchange Commission on March 15 2010 Translated from Mandarin

10.7 Transfer Loan Agreement dated May 31 2005 between Bank of Communications

Zhengzhou Branch and Henan Zhongpin Food Share Co Ltd incorporated by reference to

Exhibit 10.5 to our Current Report on Form 8-K filed with the Securities and Exchange

Commission on February 2006

10.8 Agreement on Trust of Share Equity of Henan Zhongpin Food Share Co Ltd dated May

23 2005 between Xianfu Zhu Ben Baoke Si Shuichi Wang Qinghe Liu Chaoyang

and Wang Juanjuan and Henan Zhongpin Food Co Ltd incorporated by reference to

Exhibit 10.14 to our Current Report on Form 8-K filed with the Securities and Exchange

Commission on February 2006

10.9 Agreement on Transfer of Equity Interest of Henan Zhongpin Food Co Ltd dated August

16 2005 between Xianfu Zhu Ben Baoke Si Shuichi Wang Qinghe Liu Chaoyang and

Wang Juanjuan Transferors and Falcon Link Investment Ltd incorporated by reference to

Exhibit 10.15 to our Current Report on Form 8-K filed with the Securities and Exchange

Commission on February 2006
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10.10 Registration Rights Agreement dated as of January 30 2006 by and among the Registrant

and the purchaser named therein incorporated by reference to Exhibit 10.17 to our

Registration Statement on Form S-i Registration No 333-133226 filed with the Securities

and Exchange Commission on July 2006 or our Current Report on Form 8-K filed with

the Securities and Exchange Commission on February 2006

10.11 Amendment dated as of December 21 2006 Registration Rights Agreement dated as of

January 30 2006 among the Registrant and the Investors named therein incorporated by

reference to Exhibit 10.28 to our Registration Statement on Form S-i Registration No
333-133226 filed with the Securities and Exchange Commission on December 22 2006

10.12 Form of Warrant to purchase common stock incorporated by reference to Exhibit 10.18 to

our Current Report on Form 8-K filed with the Securities and Exchange Commission on

February 2006

10.13 Placement Agent Warrant Agreement dated as of January 30 2006 between the Registrant

and TN Capital Equities Ltd incorporated by reference to Exhibit 10.19 to our

Registration Statement on Form S-I Registration No 333-133226 filed with the Securities

and Exchange Commission on July 2006

10.14 Common Stock Purchase Warrant dated June 15 2006 between the Registrant and CCG
Partners LLC incorporated by reference to Exhibit 10.26 to our Registration Statement on

Form S-i Registration No 333-133226 filed with the Securities and Exchange

Commission on September 12 2006

10.15 Form of Common Stock Purchase Warrant issued in December 2006 incorporated by

reference to Exhibit 10.29 to our Registration Statement on Form S-i Registration No
333-133226 filed with the Securities and Exchange Commission on December 22 2006

10.16 Asset Acquisition Agreement dated as of June 29 2007 between Henan Zhongpin Food

Share Co Ltd and Deyang East China Food Company Limited incorporated by reference

to Exhibit 10.1 to our Current Report on Form 8-K filed July 2007 Translated from

Mandarin

10 17 Registration Rights Agreement dated as of September 28 2007 between the Registrant and

the investors listed therein incorporated by reference to Exhibit 10.2 to our Current Report

on Form 8-K filed with the Securities and Exchange Commission on October 2007

10.18 Form of Placement Agent Warrant incorporated by reference to Exhibit 10.3 to our Current

Report on Form 8-K filed with the Securities and Exchange Commission on October

2007

12.1 Computation of Ratio of Earnings to Fixed Charges and Ratio of Earnings to Combined

Fixed Charges and Preferred Stock Dividends

14.1 Code of Business Conduct and Ethics of the Registrant incorporated by reference to

Exhibit 14.1 to our Annual Report on Form 10-K for the year ended December 31 2005

filed with the Securities and Exchange Commission on March 31 2006

21.1 List of Subsidiaries of Registrant
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23.1 Consent of BDO China Shu Lun Pan Certified Public Accountant LLP

23.2 Consent of BDO China Dahua CPA Co Ltd

31.1 Certification of our Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley

Act of 2002

31.2 Certification of our Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley

Act of 2002

32.1 Certification of our Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley

Act of 2002

32.2 Certification of our Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley

Act of 2002

101 .INS XBRL Instance Document

10l.SCH XBRL Taxonomy Extension Schema

101.CAL XBRL Taxonomy Extension Calculation Linkbase

10l.DEF XBRL Taxonomy Extension Definition Linkbase

lOl.LAB XBRL Taxonomy Extension Label Linkbase

Original agreement in Mandarin summary of key terms attached

Management contract or compensatory plan or arrangement

Pursuant to Rule 406T of Regulation S-T these interactive data files are deemed not filed or part of registration statement

or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities Exchange Act of

1934 and otherwise are not subject to liability under those sections
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SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 we have duly

caused this Report to be signed on our behalf by the undersigned thereunto duly authorized on the 14th day of March

2012

ZHONGPIN INC

Company

By Is Xianfu Zhu

Xianfu Zhu

Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934 this Report has been signed below by

the following persons on behalf of the Company and in the capacities and on the dates indicated

Signature Title Date

Is Xianfu Zhu Chairman of the Board of Directors March 14 2012

Xianfu Zhu and Chief Executive Officer

Principal Executive Officer

Is Feng Wang Chief Financial Officer March 14 2012

Feng Wang Principal Financial and

Accounting Officer

/sI Baoke Ben Director March 14 2012

Baoke Ben

Is Xiaosong Hu Director March 14 2012

Xiaosong Hu

Is Raymond Leal Director March 14 2012

Raymond Leal

Is Yaoguo Pan Director March 14 2012

Yaoguo Pan
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Report of In dependent Registered Public Accounting Firm

Board of Directors and Shareholders

Zhongpin Inc

Henan province P.R China

We have audited the accompanying consolidated balance sheets of Zhongpin Inc as of December 31 2011 and the

related consolidated statements of income shareholders equity and cash flows for the year then ended These

financial statements are the responsibility of the Companys management Our responsibility is to express an opinion

on these financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement An audit also includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements assessing the accounting principles used

and significant estimates made by management as well as evaluating the overall financial statement presentation We
believe that our audits provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the

financial position of Zhongpin Inc at December 31 2011 and the results of its operations and its cash flows for the

year then ended in conformity with accounting principles generally accepted in the United States of America

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United

States Zhongpin Inc.s internal control over financial reporting as of December 31 2011 based on criteria

established in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission COSO and our report dated March 14 2012 expressed an unqualified opinion thereon

Is BDO China Shu Lun Pan Certified Public Accountants LLP

Shenzhen P.R China

March 14 2012
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Report of Independent Registered Public Accounting Firm

Board of Directors and Stockholders

Zhongpin Inc

Henan province P.R China

We have audited the accompanying consolidated balance sheets of Zbongpin Inc as of December 31 2010

and 2009 and the related consolidated statements of income stockholders equity and cash flows for each of the three

years
in the period ended December 31 2010 These financial statements are the responsibility of the Companys

management Our responsibility is to express an opinion on these financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight

Board United States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement An audit also includes examining on test

basis evidence supporting the amounts and disclosures in the financial statements assessing the accounting principles

used and significant estimates made by management as well as evaluating the overall financial statement

presentation We believe that our audits provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects

the financial position of Zhongpin Inc at December 31 2010 and 2009 and the results of its operations and its cash

flows for each of the three years in the period ended December 31 2010 in conformity with accounting principles

generally accepted in the United States of America

Is BDO China Dahua CPA Co Ltd

Shenzhen P.R China

March 2011
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ZHONGPIN INC

CONSOLIDATED BALANCE SHEETS

Amounts in US dollars

135845095

91444216

29171060

40161898

1081311

14320357

41944020

379633

3116108

30472864

572791

1545534

390054887

84172186

17527056

19282740

30784463

1035850

7415567

26534014

391386

2477928

20771902

397744

442080

211232916

Long-term investment

Property plant and equipment net

Deposits for purchase of land use rights

Construction in progress

Land use rights

Deferred charges

Other non-current assets

Total assets

Current liabilities

Short-term loans

Bank notes payables

Long-term loans current portion

Capital lease obligation current portion

Accounts payable

Other payables

Accrued liabilities

Deposits from customers

Tax payable

Deferred subsidy-current portion

Total current liabilities

Deferred tax liabilities

Deposits from customers-long term portion

Capital lease obligation

Long-term loans

Deferred subsidy-long term portion

Total liabilities

97261330

1988693

487062336

452987

291567396

17059644

30433905

86475708

21686
4676

638680968

91774025

18646473

14943260

7282720

8551003

15842331

9794474

8255194

1604847

176694327

362135

1958827

4999454

83672401

267687144

The accompanying notes are an integral part of the consolidated financial statements

F-3

December31 2011 December 31 2010

ASSETS

Current assets

Cash and cash equivalents

Restricted cash

Bank notes receivable

Accounts receivable net of allowance for doubtful accounts of

$2323920 and $1708479

Other receivables net of allowance for doubtful accounts of

$449048 and $232751

Purchase deposits

Inventories

Prepaid expenses

Allowance receivable

VAT recoverable

Deferred tax assets

Other current assets

Total current assets

LIABILITIES AND EQUITY

476122

427929871

27930404

47887224

96981393

8665

991268566

115653574

177627006

16016419

5769600

15693948

26873586

12596651

12550096

1822812

68773

384672465

524399

2615449



ZHONGPIN INC

CONSOLIDATED BALANCE SHEETS

Amounts in Us dollars

December 31 2011 December 31 2010

Equity

Common stock par value $0.00 100000000 authorized

40355502 and 35338160 shares issued and outstanding 40355 35338

Additional paid in capital 239364449 171401989
Retained earnings 234200071 169979344

Treasury stock at cost 2798538 and shares in 2011 and

2010 23131074
Accumulated other comprehensive income 52905053 29577153

Total Zhongpin Inc Shareholders Equity 503378854 370993824

Non-controlling interest 827376

Total shareholders equity 504206230 370993824

Total liabilities and shareholders equity 991268566 638680968

The accompanying notes are an integral part of the consolidated financial statements
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ZHONGPIN INC AND SUBSIDIARIES

Revenues

Sales revenues

Cost of sales

Gross profit

Operating expenses

General and administrative expenses

Selling expenses

Research and development expenses

Impairment Loss

Gain on disposal of subsidiary

Loss from sale-leaseback transaction
______________________ _____________________

Total operating expenses

Income from operations

Other income expense

Interest expense net

Other income expenses net

Government subsidies ____________________ ___________________

Total other income expense

Net income before taxes

Provision for income taxes
_____________________ ____________________

Net income after taxes

Net income attributable to non-controlling interest

Net income attributable to Zhongpin Inc shareholders

Foreign currency
translation adjustment

Foreign currency translation adjustment attributable

to non-controlling interest
____________________ ___________________

Foreign currency
translation adjustment attributable to

Zhongpin Inc shareholders
____________________ ___________________

Comprehensive income
____________________ ___________________

Comprehensive income attributable to

noncontrolling interest

Comprehensive income attributable to Zhongpin Inc

shareholders
_______________________ _______________________

Basic earnings per common share

Diluted earnings per common share

Basic weighted average shares outstanding

Diluted weighted average shares outstanding

The accompanying notes are an integral part of the consolidated financial statements
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CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Amount in Us dollars

Year Ended December 31

2011 2010 2009

946720275 726037187

835990804 639559678

110729471 86477509

24062697 18802329

20726564 14707582

638899 56948

1015780 56103

654249

600759

46443940 33569472

64285531 52908037

7910006 6099667

1953667 839491

4184302 3440569

1772037 3498589

62513494 49409448

4233525 3819068

58279969 45590380

58279969 45590380

1456208266

1304879663

151328603

29232976

33581604

495815

1614167

64924562

86404041

21547864

233075

3933821

17380968

69023073

4808041

64215032

5695

64220727

23361288

33388

23327900

87576320

27693

87548627

10638236

10638236

68918205

68918205

155673

155673

45434707

45434707

$1.66 $1.67 $1.48

$1.66 $1.65 $1.46

38505027 34837656 30750054

38539880 35270410 31230536



Balance December 2008

Waoents exercised cexhiess

Wsnaess exercised cash

Conversion of penthreed shares

Cmsqreesaiims expense Ore slosh

siphon granted

Conimon dieter effnnng

Net income Inn the period

Tnssrvlaiien ndjnssrrnni

Balance Deceirthen 312009

Wonmiis exercised cachless

Warmers eneecired cash

Opcon exercised

Ceinpensotinn nnperoo foe stock

npdon granted

Ncr oceme On the penis

Trarialanon adjoonneni

Balance Decembei 2010

Wansirn exercised caadms

Wrrnsois exercised casiO

Ophnnmernrrod

34662314 34662

35057 35

497785 408

.679958

57 1304111

45590380

160109902 111699375

1351

2503454

The accompanying notes are an integral part of the consolidated financial statements
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ZHONGPIN INC

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS EQUITY

Amount in U.S dollars

Pnefeened Stock Conrmon Sicck ncercny sieck

nn Nalse Shanto alce Thed ccci

229200 2129 27504918 27500

240190 248

80000 100

229200 2.129 229200 2129

4600000 4000

Occiuculatad

Additive hOc Ii ivii

Paid In Oclcecd umprchcnnuc hue lile coutnilling harehuldcrs

Cepliol kdfflifle thecinc çiute cue ct cuploc

100.600772 06106990 19.094.0911 1011.015 OlI 19091399

2495

.671020 10717111 .071200

.1799O

.14
.6111

455911.300

Ui5S134 L702iJ

19959.97 290842656

1679958

43060

49.590.380

-- 073

296042056

.503 .95

Corrrpeiisocoe espense fee cock

opsoe grooind

Cmmmae aliases offering

fcnnsren share reponchose

Ne income Poe the period

ronsloios adjsssneni

Capes connibxmoe Oem

eoecnnnolieg iniosess

Balance December 31.2011

43000 43 394997 .90141 595lldf

2.34377 25437 234377

59.279.969 09 .7 519 50279909

1353236 10.959230 10.638.230

35.33865 35338 401909 09.570.541 20 077 cS 979 .0_I 070905 924

l73d2 17 17

1.00815 19 1010015

5006000 5000 60351662 063u0.002 66356.662

2798538 23131074 21 20151 074

04220727 04220.727 5965 64.25032

25.52 910 71 9191 05.509 2930 290

_j33O33 799.683

40.353502 40.355 2798538 23.131.0741 239164449 204211107 52.001170 57Th 974 02 .79 9042002 01



ZHONGPIN INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOW
Amount in US dollars

Years Ended December 31

2011 2010 2009

Cash flows from operating activities

Net income 64215032 58279969 45590380

Adjustments to reconcile net income to net cash

provided by used in operations

Depreciation 17415069 13613922 8512431

Amortization of land use rights 1886475 1422251 1019363

Loss from sale-leaseback -- -- 600759

Staff welfare amortization -- 356074 --

Provision for allowance for bad debt 714685 464311 291767

Impairment loss 1614167 1015780 56103

Gain on disposal of fixed asset 43123 1139783 --

Gain on disposal of subsidiary -- -- 649831
Stock-based compensation 1610815 2343771 1679959

Changes in operating assets and liabilities

Accounts receivable 8129664 10049304 35615

Other receivable 193590 289947 1461708

Purchase deposits 6366517 1552498 1546363

Prepaid expense 29478 195997 173854

Inventories 13711256 8194171 17150749
Allowance receivables 499119 2424121 --

Tax refunds receivable 9611116 7150913 6691406
Deferred tax asset/liability net 10696 26560 207771

Other current assets 29527 60677 24377
Long-term deferred charges 13782 18984 8287

Accounts payable 6542278 975453 241155
Other payable 10003595 1637437 5804828

Deferred subsidy 2007167

Accrued liabilities 1835646 3506546 2320858

Taxes payable 132678 364633 536402

Deposits from customers 3778601 2693920 708045

Deposits from customers-Long term portion 542973 88463 --

Other noncurrent assets __________________ __________________ 1348997
Net cash provided by used in operating activities 73806887 68637993 40771718

Cash flows from investing activities

Deposits for purchase of land use rights 17581832 7895121 7130023

Construction in progress 134970620 55719217 83916886

Additions to property and equipment 16504812 10925116 10459534
Additions to land use rights -- 23282316 21347416
Proceeds on sale of fixed assets 91298 -- 113291

Increase in restricted cash 71236828 2530672 2534362

Long term investment 443151 --

Proceeds from disposal of subsidiary -- -- 1226487

Net cash used in investing activities 240202794 100795593 118979719

The accompanying notes are an integral part of the consolidated financial statements
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ZHONGPIN INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOW
Amount in US dollars

Years Ended December 31

2011 2010 2009

Cash flows from financing activities

Proceeds from repayment of bank notes net 145479016 2199139 10405839

Proceeds from short-term loans 159472347 107559768 108752427

Repayment of short-term loans 140749090 103171859 91933831

Proceeds from long-term loans 24772404 66681885 31844612

Repayments of long-term loans 15382141 20086899 6004498

Proceeds from capital lease obligation 16249287

Repayment of capital lease obligation 6576095 6729655 1919823

Proceeds from common stock issuance 66356662 -- 57143000

Repurchase of common stock 23131074 --

Proceeds from exercised warrants and option 2888992 1671200

Capital contribution by non-controlling interest 799953 __________________
--

Net cash provided by financing activities 211041982 44943093 105396535

Effect of rate changes on cash 7026834 2404434 63441
Increase decrease in cash and cash equivalents 51672909 15189927 27125093

Cash and cash equivalents beginning of period 84172186 68982259 41857166

Cash and cash equivalents end of period 135845095 84172186 68982259

Supplemental disclosures of cash flow information

Cash paid for interest 22387434 8717320 7218082

Cash paid for income taxes 4675144 3880679 3195434

The accompanying notes are an integral part of the consolidated financial statements
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ORGANIZATION AND NATURE OF OPERATIONS

Zhongpin Inc the Company is incorporated in the State of Delaware as holding company and Henan

Zhongpin Food Share Company Limited Henan Zhongpin was incorporated in the Peoples Republic of China the

PRC Henan Zhongpin is headquartered in Changge City Henan province Through its subsidiaries Henan

Zhongpin is principally engaged in the production of pork prepared meat products and vegetables and fruits and the

retail sales of pork processed pork products vegetables and fruits and other grocery items to customers throughout

China and other export countries either directly or through its subsidiaries

Zhongpin Inc was incorporated in the State of Delaware under the name Strong Technical Inc for the

purpose of operating personnel outsourcing service that provides skilled workers to industry On March 30 2005

an 82.4% controlling interest in the company was acquired by Halter Capital Corporation and all previous operations

were discontinued

On May 20 2005 Henan Zhongpin Food Co Ltd HZFC was established in China for the sole purpose of

holding the capital stock of Henan Zhongpin and its subsidiaries The owners of Henan Zhongpin formed HZFC with

an initial investment of 16000000 Renminbi RMB $1932367 HZFC acquired Henan Zhongpin by paying

15040000 RJvIB $1816425 to the shareholders of Henan Zhongpin in exchange for 100% ownership of Henan

Zhongpin The transaction was accounted for as transfer of entities under common control wherein Henan

Zhongpin was the continuing entity with an increase in registered capital of 960000 RMB $115942 The historical

financial statements of HZFC are essentially those of Henan Zhongpin shown with an increase in capital as if the

transfer had taken place at the beginning of the first period presented

On July 21 2005 Falcon Link Investment Limited Falcon was incorporated in the territory of the British

Virgin Islands BVI as holding company for the purpose of owning all of the equity interests of HZFC Falcon

acquired 100% ownership of HZFC by paying 21285300 RMB $2650000 to the shareholders of HZFC who also

were the shareholders of Falcon The transaction was accounted for as transfer of entities under common control

wherein HZFC was the continuing entity The historical financial statements of Falcon are essentially those of HZFC
and are shown as if the transfer had taken place at the beginning of the first period presented

On January 30 2006 Zhongpin Inc then known as Strong Technical Inc consummated an agreement with

the shareholders of Falcon whereby Zhongpin Inc issued 11250000 shares of common stock in exchange for all of

the issued and outstanding stock of Falcon Immediately prior to the transaction there were 502568 shares

outstanding as compared to 11752568 shares outstanding immediately following the transaction Consequently

Falcon became wholly owned subsidiary of Zhongpin Inc The transaction was accounted for as reverse

acquisition resulting in recap italization of Falcon wherein Falcons historical financial statements became those of

Zhongpin Inc retrospectively restated to reflect the adopted capital structure of Zhongpin Inc as if the transaction

had occurred at the beginning of the first period presented These financial statements have been adjusted to reflect

such restatement

On January 31 2006 in conjunction with acquisition of Falcon Zhongpin Inc then known as Strong

Technical Inc sold for $8.00 per unit 3.45 million units each consisting of two shares of Series convertible

preferred stock and five-year warrant to purchase one share of common stock at purchase price of $5.00 per share

Each share of preferred stock is convertible into one share of common stock The shares of Series convertible

preferred stock originally issued in such transaction were convertible into an aggregate of 6900000 shares of

common stock and the warrants originally issued in such transaction were exercisable to purchase an aggregate of

3450000 shares of common stock

On February 16 2006 Zhongpin Inc then known as Strong Technical Inc amended its articles of

incorporation to change its name from Strong Technical Inc to Zhongpin Inc In the same amendment the company

changed its authorized common stock to 100000000 shares with par value of $0.00 per share and its authorized

preferred stock to 25000000 shares with par value of $0.001 per share
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On February 16 2006 Zhongpin Inc effected 135.349 reverse split of its outstanding common stock

Immediately prior to the split 415442354 shares of common stock were outstanding as compared to 11752568
shares of common stock outstanding immediately following the split The aggregate number of shares of common
stock issuable upon conversion of its outstanding shares of Series convertible preferred stock was reduced from

243908100 shares of common stock to 6900000 shares of common stock and the aggregate number of shares of its

common stock issuable upon the exercise of its outstanding warrants was reduced from 121954050 shares of

common stock to 3450000 shares of common stock These financial statements have been adjusted to show all stock

transactions using post-split amounts

Details of Henan Zhongpins subsidiaries are as follows

DOMICILE/DATE PERCENTAGE
OF REGISTERED OF

NAME INCORPORATiON CAPITAL OWNERSHIP

5060000 RMB
100 00%Henan Zhongpin Import and Export Trading Company PRC/Aug 11 2004

$611111

60000000 RMB
100 .00%Zhumadian Zhongpin Food Company Limited PRC/June 2006

$8585398

34800000 RMB
100.00%Anyang Zhongpin Food Company Limited PRC/Aug 21 2006

$5094422

1500000 RMB
100.00%Henan Zhongpin Fresh Food Logistics Company Limited PRC/Sept 14 2006

$189665

15000000 RMB
100.00%Deyang Zhongpin Food Company Limited PRC/Sept 25 2006

$1893652

5000000 RMB
100.00%Henan Zhongpin Business Development Company Limited PRC/Sept 27 2006

$632215

Luoyang Zhongpin Food Company Limited
PRC/Jan 18 2007

60000000 RMB
100.00%

Luoyang Zhongpin $8703452

60000000 RMB
100.00%Yongcheng Zhongpin Food Company Limited PRCIMar 2007

$8783487

100000000 RMB
100 .00%Tianjin Zhongpin Food Company Limited PRC/Sept 14 2007

$14639145

1000000 RMB
100.00%Jilin Zhongpin Food Company Limited PRC/Dec 11 2008

$145688

Henan Zhongpin Agriculture and Animal Husbandry Industry 10000000 RMB
PRC/Dec 26 2008 100.00%

Development Company Limited $1461796

50000000 RMB
100.00%Taizhou Zhongpin Food Company Limited PRC/May 12 2010

$7362794

50000000 RMB
100.00%Changchun Zhongpin Food Company Limited PRC/Aug 2010

$7382253

Henan Zhongpin Xinda Agriculture and Animal Husbandry
PRC/June 2011

15000000 RMB
65.00%

Company Limited $2287841

300000000 RMB
100.00%Kunshan Zhongpin Cold Chain Logistics Company Limited PRC/June 2011

$46356388

5000000 RMB
100.00%Tangshan Zhongpin Food Company Limited PRCINov 15 2011

$788196
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Consolidation and Basis of Presentation

The consolidated financial statements include the accounts of Zhongpin Inc and its wholly owned subsidiaries

collectively referred to herein as the Company All significant intercompany accounts and transactions have been

eliminated during the process of consolidation The consolidated financial statements were prepared in accordance

with accounting principles generally accepted in the United States of America GAAP

Non-controlling Interests

Effective July 2009 the Company adopted the authoritative pronouncement issued by the Financial

Accounting Standards Board the FASB regarding non-controlling interests in consolidated financial statements

The pronouncement requires non-controlling interests to be separately presented as component of equity in the

consolidated financial statements

Foreign Currency Translations and Transactions

RMB the national currency of China is the primary currency that the Companys China-based subsidiaries

use The United States dollar U.S dollar is the functional currency used by Falcon and Zhongpin Inc to record all

of their activities The Company uses the U.S dollar for financial reporting purposes

The Company translates assets and liabilities into U.S dollars using the middle rate published by the Peoples

Bank of China as of the balance sheet date The consolidated statement of income is translated at average rates during

the reporting period Adjustments resulting from the translation of financial statements from RMB into U.s dollars

are recorded in shareholders equity as part of accumulated comprehensive loss translation adjustments Gains or

losses resulting from transactions in currencies other than RMB are reflected in income for the reporting period

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates

and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and

liabilities at the date of the financial statements and reported amounts of revenues and expenses during the reporting

period Actual results could differ from those estimates

Certain accounting principles require subjective and complex judgments to be used in the preparation of

financial statements Accordingly different financial presentation could result depending on the judgments

estimates or assumptions that are used Such estimates and assumptions include but are not specifically limited to

those required in the valuation of long-lived assets allowance for doubtful accounts reserves for inventory

obsolescence valuation allowances for value added tax VAT recoverable and determination of stock based

compensation

Revenue Recognition

Revenues generated from the sales of various meat products and vegetables and fruits are recognized when

these products are delivered to customers in accordance with previously agreed upon pricing and delivery

arrangements and the collectability of these sales is reasonably assured Since the products sold by the Company are

primarily perishable and frozen food products the right of return is only valid for few days and has been determined

to be insignificant by the management of the Company Accordingly no provision has been made for returnable

goods Revenues presented on the consolidated statements of operations and comprehensive income are net of sales

taxes
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Cash and Cash Equivalents

The Company considers all highly-liquid investments with maturity of three months or less to be cash

equivalents The Company maintains its cash accounts at creditworthy financial institutions and closely monitors the

movements of its cash positions

Restricted Cash and Bank Notes Payable

Under the terms of the credit agreements with certain of its lenders Henan Zhongpin has agreed to maintain

with such lenders an amount of cash that will serve as collateral for its delivery of such lenders bank promissory

notes The amount of bank promissory notes that are to be delivered by Henan Zhongpin to such lenders can be up to

twice the amount of such deposits As such deposits may not be withdrawn by Henan Zhongpin without restriction

such cash deposits are presented as restricted cash on the consolidated balance sheets

Bank Notes Receivable

The Company only accepts notes issued by banks in the normal course of business as payment for products

sold by the Company These bank notes receivables have maturity dates of up to 180 days and bear no interest The

Company can hold these bank notes until the maturity date and collect the amount from the issuing banks or the

Company can use these bank notes as means for payment for goods or services received The Company accrues no

provision for these bank notes because such bank notes have little risk of default in China

Accounts Receivable

During the normal course of business the Companys policy is to ask customers to make deposits in

reasonable and meaningful amounts on case-by-case basis For certain customers the Company may extend

unsecured credit

The Company regularly evaluates and monitors the creditworthiness of each of its customers in accordance

with the prevailing practice in the meat industry and based on general economic conditions in China The Company
maintains general policy of providing 100% allowance for doubtful accounts in an amount equal to the aggregate

amount of those accounts that are not collected within one year plus an amount equal to 5% of the aggregate amount

of accounts receivable less than one year old After all attempts to collect receivable have failed the receivable is

written off against the allowance The Company also examines the credit terms of significant customers regularly and

asks for more cash deposits if these customers appear to have any indicators of delaying their payments to the

Company Such deposits are usually applied for the collection of the outstanding accounts receivable during the year

With such practice in place the Company did not have any specific allowance for doubtful accounts provided

against specific customers at December 31 2011 and December 31 2010 respectively

The following table presents allowance activities in accounts receivable

December 31 201

1708479

615441

2323920

December 31 2010

1132038

576441

1708479

Beginning balance

Addition to/Reduction in allowance for bad debt

Ending balance
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Inventories

Inventories are comprised of raw materials and low-value consumables work-in-progress and finished goods

Inventories are stated at the lower of cost or market-based prices according to the weighted average method

Production cost components include the purchase cost of live hogs direct labor depreciation packaging material

utility expense and other manufacturing overhead By using systematic costing system the production cost is

allocated to various products at the stage of work-in-progress and finished goods respectively Net realizable value is

the estimated selling price in the ordinary course of business less estimated costs to complete and dispose The

Company regularly inspects the shelf life of prepared foods and if necessary writes down their carrying value based

on their salability and expiration dates as cost of goods sold

Property Plant and Equipment

Property plant and equipment are recorded at cost and are stated net of accumulated depreciation Depreciation

expense is determined using the straight-line method over the estimated useful lives of the assets as follows

Estimated Useful

Economic Life

Plants and buildings 5-30 years

Machinery and equipment 5-20 years

Office furniture and equipment 3-5 years

Vehicles years

Maintenance and repairs are charged directly to expense as incurred whereas improvements and renewals are

generally capitalized in their respective property accounts When an item is retired or otherwise disposed of the cost

and applicable accumulated depreciation are removed and the resulting gain or loss is recognized and reflected as

line item before operating income loss

Land Use Rights

The Chinese government owns all of the parcels of land on which the Companys plants are built In China

land use rights for commercial purposes are granted by the PRC government typically for term of 40-50 years The

Company is required to pay lump sum of money to the State Land and Resource Ministry of the applicable locality

to acquire such rights The Company capitalizes the lump sum of money paid and amortizes these land use rights by

using the straight line method over the term of the land use license granted by the applicable governmental authority

Construction in Progress and Interest Capitalization

Construction in progress is stated at cost The cost accumulation process starts from the time the construction

project is set-up and ends at the time the project has been put into service and all regulatory permits and approvals

have been received The Company borrows bank loans from time to time for these construction projects The interest

costs incurred for these construction projects have been capitalized during the construction process

Impairment of Long-Lived Assets

The Company reviews long-lived assets for impairment whenever events or changes in circumstances indicate

that the carrying amount of an asset may not be recoverable through the estimated undiscounted cash flows expected

to result from the use and eventual disposition of that asset Whenever any such impairment exists an impairment loss

will be recognized for the amount by which the carrying value exceeds the fair value
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Fair Value of Financial Instruments

The carrying amount of cash and cash equivalents accounts receivable other receivables advance to vendors

accounts payable and accrued liabilities capital lease obligations and short-term loans are reasonable estimates of

their fair value because of the short maturity of these items The carrying amounts of capital lease obligations

approximate their fair value based on the Companys current incremental borrowing rates for similar types of

arrangements Long-term debt approximates fair value since the bank term loans are fixed rate instruments and bear

interests at the rate dictated and published by the Peoples Bank of China The current rates published by the Peoples

Bank of China approximate the interest rates of the loans outstanding See Note 14 for further details

Shipping and Handling Cost

All shipping and handling fees are included in selling expenses

Advertising Costs

Advertising costs are expensed as incurred Advertising expense amounted to $3913185 $3484126 and

$2309968 for fiscal 2011 2010 and 2009 respectively

Value Added Tax

All China-based enterprises are subject to VAT imposed by the PRC government on their domestic product

sales The output VAT is charged to customers who purchase goods from the Company and the input VAT is paid when

the Company purchases goods from its vendors Input VAT rates are 13% for most of the purchasing activities conducted

by the Company Output VAT rate is 13% for chilled pork products frozen pork products and vegetable and fruit

products and 17% for prepared meat products The input VAT can be offset against the output VAT The VAT payable

or recoverable balance presented on the consolidated balance sheets represents either the input VAT less than or larger

than the output VAT The debit balance represents credit against future collections of output VAT instead of

receivable On semi-annual basis the Company forecasts for each of its subsidiaries separately the amount of sales

revenue necessary to fully utilize the VAT recoverable The factors considered in performing these forecasts include

industry-specific and local economic conditions as well as consumer behavior by the subsidiaries designated

geographical region and the demographics within those regions Once the VAT recoverable for subsidiary is

determined to be non-recoverable in part or in full the VAT recoverable is written-off as impairment loss

Stock Compensation

The Company receives employee and certain non-employee services in exchange for equity instruments of

the Company or liabilities that are based on the fair value of the Companys equity instruments or that may be

settled by the issuance of such equity instruments The Company accounts for stock compensation expense under the

fair value recognition provisions of the Financial Accounting Standards Board Accounting Standards Codification

ASC Topic 718 ASC 718 which requires companies to estimate the fair value of share-based payment awards on

the date of grant using an option pricing model See Note 11 Stock Warrants and Options for further discussion on

stock compensation expense

Earnings Per Share

Basic earnings per share does not include dilution and is computed by dividing income available to common

shareholders by the weighted average number of common shares outstanding during the period Diluted earnings per

share reflects the potential dilution of securities that could share in the earnings of an entity similar to fully-diluted

earnings per share Such shares are excluded if determined to be anti-dilutive Of the 1314564 options outstanding at

December 31 2011 547000 options were anti-dilutive and therefore excluded from the computation of diluted

earnings per share The number of shares of common stock underlying the outstanding stock warrants and options at

December 31 20112010 and 2009 were 767564 1055564 and 1478765 respectively which were all included in

the computation of diluted earnings per share
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Government Subsidies

The Companys subsidiaries in China receive government subsidies from local Chinese government agencies

in accordance with relevant Chinese government policies In general the Company presents the government subsidies

received as part of other income unless the subsidies received are earmarked to compensate specific expense which

have been accounted for by offsetting the specific expense such as research and development expense or interest

expenses Unearned government subsidies received are deferred for recognition until the criteria for such recognition

could be met The information relating to government subsidies received and recognized is presented in Note 13

Research and Development Expenses

Research and development costs are expensed as incurred Gross research and development expenses for new

product development and improvements of existing products by the Company incurred for the years ended December

31 20112010 and 2009 were $2510000 $3130000 and $2803634 respectively After offsetting the government

subsidies received by the Company that were specified for supporting the Companys research and development

efforts the net research and development expenses for the years ended December 31 2011 2010 and 2009 were

$495815 $638899 and $56948 respectively

Appropriation of Statutory Reserve

Under the corporate law and relevant regulations in the PRC all of the subsidiaries of the Company located in

the PRC are required to appropriate portion of its retained earnings to statutory reserve All subsidiaries located in

the PRC are required to appropriate 10% of its annual after-tax income each year to the statutory reserve until the

statutory reserve balance reaches 50% of the registered capital In general the statutory reserve shall not be used for

dividend distribution purposes For the years ended December 31 2011 2010 and 2009 the appropriation of statutory

reserves were $7.1 million $6.4 million and $5.1 million respectively As of December 31 2011 and 2010 the

appropriation of statutory reserves were $29.5 million and $22.3 million respectively

Comprehensive Income Loss

The Company adopted FASB Accounting Standards Codification 220 Comprehensive Income which

establishes standards for reporting and presentation of comprehensive income loss and its components in full set of

general-purpose financial statements The Company has chosen to report comprehensive income loss in the

statements of operations and comprehensive income Comprehensive income loss is comprised of net income and all

changes to shareholders equity except those due to investments by owners and distributions to owners

Income Taxes

The Company recognizes deferred tax liabilities and assets Deferred tax assets and liabilities are recognized

for the future tax consequence attributable to the difference between the tax bases of assets and liabilities and their

reported amounts in the financial statements Deferred tax assets and liabilities are measured using the enacted tax rate

expected to apply to taxable income in the
years

in which those temporary differences are expected to be recovered or

settled The effect on deferred tax assets and liabilities of change in tax rates is recognized in income in the period

that included the enactment date

Zhongpin Inc was incorporated under the laws of the State of Delaware on February 2003 and is subject to

federal income tax and Delaware state income tax Falcon Link was established under the laws of the British Virgin

Islands on July 21 2005 and is not subject to income tax in accordance with the laws and regulations of the British

Virgin Islands The Companys other subsidiaries which are all located in China are subject to the PRC Enterprise

Income Tax EIT Law which became effective January 2008 and has uniform statutory tax rate of 25 percent

Under the EIT Law income derived by an enterprise from the primary processing of agricultural products including

slaughtering live hogs is exempt from EIT Consequently 11 of the Companys 18 subsidiaries in China which

principally operate
in the slaughtering business are exempted from EIT Such exempted income before income tax is

deemed as part of permanent difference for the purpose to determine the proper income tax provision
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The Companys other seven subsidiaries in China are subject to the uniform 25% tax rate in relation to non-

primary processing of agricultural products The following table provides summary of the EIT status

Subsidiaries Subject to Enterprise Income Tax

Henan Zhongpin Food Share Company Limited

Zhumadian Zhongpin Food Company Limited

Anyang Zhongpin Food Company Limited

Deyang Zhongpin Food Company Limited

Luoyang Zhongpin Food Company Limited

Yongcheng Zhongpin Food Company Limited

Tianjin Zhongpin Food Company Limited

Jilin Zhongpin Food Company Limited

Taizhou Zhongpin Food Company Limited

Changchun Zhongpin Food Company Limited

Henan Zhongpin Xinda Agriculture and Animal Husbandry

Company Limited

Kunshan Zhongpin Cold Chain Logistics Company Limited

Henan Zhongpin Food Company Limited

Henan Zhongpin Import and Export Trading Company Limited

Henan Zhongpin Fresh Food Logistics Company Limited

Henan Zhongpin Business Development Company Limited

Henan Zhongpin Agriculture and Animal Husbandry Industry

Development Company Limited

Tax Rate

EIT Exemption for slaughtering business

and 25% for other businesses

EIT Exemption for slaughtering business

EIT Exemption for slaughtering business

EIT Exemption for slaughtering business

FIT Exemption for slaughtering business

EIT Exemption for slaughtering business

EIT Exemption for slaughtering business

EIT Exemption for slaughtering business

EIT Exemption for slaughtering business

EIT Exemption for slaughtering business

25%

25%

25%

25%

25%

25%

25%

There is no consolidated enterprise income tax return concept in China As result if one subsidiary has net

income that net income cannot be offset by the loss incurred in another subsidiary within the consolidated company

Similarly if one subsidiary has net operating loss that net operation loss cannot be offset by the net income in

another subsidiary within the consolidated company

The Company may recognize the tax benefit from an uncertain tax position only if it is more likely than not

that the tax position will be sustained on examination by the taxing authorities based on the technical merits of the

position The tax benefits recognized in the financial statements from such position should be measured based on the

largest benefit that has greater than fifty percent likelihood of being realized upon ultimate settlement See Note

Income Taxes for further information regarding our income taxes

Reclassification

The consolidated financial statements for prior years reflect certain reclassifications which have no effect on

previously reported results to conform to the current year presentation

Recently Issued Accounting Pronouncements

Adoption of FASB ASU 2011-11

In December 2011 the FASB issued Accounting Standards Update ASU No 201 1-11 Disclosures about

Offsetting Assets and Liabilities ASU 2011-11 The amendments in this ASU require an entity to disclose information

about offsetting and related arrangements to enable users of its financial statements to understand the effect of those

arrangements on its financial position An entity is required to apply the amendments for annual reporting periods

beginning on or after January 2013 and interim periods within those annual periods An entity should provide the

disclosures required by those amendments retrospectively for all comparative periods presented The adoption of ASU
2011-11 is not expected to have significant impact on the Companys consolidated financial statements
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Adoption of FASB ASU 2011-04

In May 2011 the Financial Accounting Standards Board FASB issued Accounting Standards Update

ASU No 20 11-04 Fair Value Measurement Topic 820 which provided clarifications for Topic 820 and also

included instances where particular principle or requirement for measuring fair value or disclosing information

about fair value measurement has changed This ASU results in common principles and requirements for measuring

fair value and for disclosing information about fair value measurements in accordance with U.S GAAP and is

effective during interim and annual periods beginning after December 15 2011 for public entities Early application

by public entities is not permitted and the adoption of ASU 2011-04 is not expected to have material impact on the

Companys consolidated financial position or results of operations

INVENTORIES

Inventories at December 31 2011 and 2010 consisted of

Raw materials

Low value consumables and packaging

Work-in-progress

Finished goods

Inventories

At December 31

2011 2010

6066074 6934521

1918019 1506700

5385610 2719933

28574317 15372860

41944020 26534014

PROPERTY PLANT AND EQUIPMENT

summary of property plant and equipment at cost at December 31 2011 and 2010 is as follows

At December 31

2011

Plants and buildings 326254157

Machinery and equipment 136356055

Office furniture and equipment 6058994

Vehicles 4010629

Accumulated depreciation 44749964

Total 427929871

2010

214765759

96632003

3915451

3629177

27374994

291567396

The depreciation expenses for the years ended December 31 2011 2010 and 2009 were $17415068

$13613922 and $8512431 respectively

Of the above information property plant and equipment under the sale-leaseback agreement at cost at

December 31 2011 and 2010 is as follows

Plants and buildings

Machinery and equipment

Office furniture and equipment

Vehicles

Accumulated depreciation

Total

2011

At December 31

2010

171678

18774120

41492

4414

2475320

16516384

695424

25589091

34655

4130

2111119

24212181
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The deferred losses included in the property and equipment balance were $1375173 and $2784665 at

December 2011 and 2010 respectively and would be amortized over the lease term Of the depreciation expenses

$1 3776 and $1472010 were amortization of deferred loss and depreciation expense from assets under capital

lease respectively for the year ended December 31 2011 $1461075 and $1428571 were amortization of deferred

loss and depreciation expense from assets under capital lease respectively for the year ended December 2010

LAND USE RIGHTS

The Companys land use rights at December 31 2011 and 2010 are summarized as follows

At December 31

Construction Project

Upgrade for export certification in Changge

Zhengzhou office

Distribution center in Changge

Information system

Improvement in Changge industrial park

Production thcility for chilled and frozen pork in Taizhou

Production facility for chilled and frozen pork in

Changchun

Zhongpin Xinda joint venture project

Production facility for prepared pork products in Tianjin

Production facility for prepared pork products in Changge

first phase

Upgrade for production facility in Anyang

Upgrade for production facility in other locations

Upgrade for production facility
in Luoyang

Upgrade for production facility
in Yongchcng

Kunshan facility land preparation cost

Total

2011

102918358

5936965
96981393

2010

90284405

3808697
86475708

47887224 30433905

Estimated cost to complete current construction in process is $16.3 million For the years ended December

2011 and 2010 the amount of interest capitalized is $354719 and $1096176 respectively

Represents date all regulatory permits and approvals are received and project is placed in service In certain cases construction of

project may be substantially completed and the project may be operational during testing period prior to such date

CONSTRUCTION IN PROGRESS

Land use rights

Accumulated amortization
__________________ _________________

Total
__________________ __________________

The amortization of land use rights for the years ended December 31 2011 2010 and 2009 were $1886475

$1422251 $1019363 respectively

Construction in progress at December 31 2011 and 2010 consisted of the following

Date or

Estimated Date December 31 December 31

___________________________________________
Put in Service 2011 2010

March 2011 -- 2305978

April 2011 36934

May 2011 19393985

February 2012 128865 671757

April 2012 108762 305533

January 2012 886362 2566868

January 2012 926939 5054401

January2012 5576932 --

January 2012 1065420 98449

April 2012 30838187

July 2012 7954354

April2012 338682

April2012 --

April 2012

April2013 62721
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SHORT-TERM BANK LOANS

Short-term bank loans are due within one year Of the $115.7 million aggregate principal amount of short-

term bank loans at December 31 2011 loans in the principal amount of $70.1 million were secured by the Companys

subsidiaries in China and loans in the aggregate principal amount of $13.9 million were guaranteed by Huanghe

Enterprises Group Co Ltd an unaffiliated third party Huanghe Group These loans bear interest at prevailing

lending rates in China ranging from 6.10 to 7.54% per annum

LONG-TERM BANK LOANS

Amounts outstanding under the Companys long-term debt arrangements at December 31 2011 and 2010

were as follows

December 31 December 31

Bank 2011 2010

14283674

81099525

1197758

15077211

1619581

16016419

97261330

13589623

63267245

4529874

1343429

14344605

1540885

14943260

83672401

Of the $113.3 million long term loan outstanding at December 31 2011 $75.9 million are secured by land

use rights and property plant and equipment of the Companys subsidiaries Total of land use rights and property

plant and equipment pledged amounts to $54.8 million at December 31 2011

In June 2011 Henan Zhongpin entered into loan agreement with China Construction Bank pursuant to

which Henan Zhongpin borrowed RMB 50 million $7.9 million All amounts borrowed under the loan agreement

bear interest at floating rate that is based on the prime rate published by the Peoples Bank of China for loans with

the same or similar terms on the drawdown date 6.32% per annum on December 31 2011 and adjustable on the

anniversary of the agreement based on the prime rate published by the Peoples Bank of China for loans with the same

or similar terms and are payable in March and June 2013 Borrowings under the loan agreement are secured by the

land use rights property and plants of Henan Zhongpin

In December 2010 Henan Zhongpin entered into loan agreement with the Agriculture Bank of China

pursuant to which Henan Zhongpin borrowed RMB 25 million $4.0 millionAll amounts borrowed under the loan

agreement bear interest at floating rate that is based on the prime rate published by the Peoples Bank of China for

loans with the same or similar terms on the drawdown date 6.65% per annum on December 31 2011 and adjustable

in the month immediately following the publishing of rate adjustments by the Peoples Bank of China during the term

of the loan and are payable on December 10 2013 Borrowings under the loan agreement are secured by the land use

rights property and plants of Henan Zhongpin

In September 2010 Henan Zhongpin entered into loan agreement with the Agriculture Bank of China

pursuant to which Henan Zhongpin borrowed RMB 75 million $11.9 millionAll amounts borrowed under the loan

agreement bear interest at floating rate that is based on the prime rate published by the Peoples Bank of China for

loans with the same or similar terms on the drawdown date 6.90% per annum on December 31 2011 and adjustable

in the month immediately following the publishing of rate adjustments by the Peoples Bank of China during the term

of the loan and are payable in installments on various scheduled repayment dates between December 2011 and

December 2014 Borrowings under the loan agreement are guaranteed by the Companys wholly owned subsidiary

Yongcheng Zhongpin Food Company Limited

China Construction Bank

Agriculture Bank of China

Rabobank Nederland Shanghai

Canadian Government Transfer Loan

China Merchants Bank

Changge Old Town

Current portion

Total long-term portion
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In July 2010 Tianjin Zhongpin entered into loan agreement with the Agriculture Bank of China pursuant to

which Tianjin Zhongpin may borrow up to RMB 300 million $47.6 millionTianjin Zhongpin drew down RMB 50

million $7.9 million in July 2010 RMB 80 million $12.7 million in November 2010 and RMB 110 million $17.5

million in May 2011 All amounts borrowed under the loan agreement bear interest at floating rate that is based on

the prime rate published by the Peoples Bank of China for loans with the same or similar terms on the drawdown date

6.90% per annum on December 31 2011 and adjustable in the month immediately following the publishing of rate

adjustments by the Peoples Bank of China during the term of the loan and are payable in installments in June 2012

2013 2014 and 2015 Borrowings under the loan agreement are secured by the land use rights property and plants of

Tianjin Zhongpin

In June 2010 Henan Zhongpin entered into loan agreement with China Construction Bank pursuant to

which Henan Zhongpin borrowed RMB 40 million $6.3 millionAll amounts borrowed under the loan agreement

bear interest at floating rate that is based on the prime rate published by the Peoples Bank of China for loans with

the same or similar terms on the drawdown date 5.99% per annum on December 31 2011 and adjustable on the

anniversary of date of the agreement based on the prime rate published by the Peoples Bank of China for loans with

the same or similar terms and are payable on June 29 2013 Borrowings under the loan agreement are secured by the

land use rights property and plants of Henan Zhongpin

In April 2010 in connection with the purchase of piece of land from Changge Old Town Changge Old

Town extended loan to Henan Zhongpin with principal amount of RMB 10.2 million $1.6 million and bearing

interest at the rate of 7.00% per annum payable on June 30 2010 and each anniversary thereafter Such loan does not

have fixed term and the principal amount of the loan should be repaid by Henan Zhongpin upon six months prior

written notice from Changge Old Town

In March 2010 Henan Zhongpin entered into loan agreement with the Agriculture Bank of China pursuant

to which Henan Zhongpin borrowed RMB 53 million $8.4 millionAll amounts borrowed under the loan agreement

bear interest at floating rate that is based on the prime rate published by the Peoples Bank of China for loans with

the same or similar terms on the drawdown date 6.90% per annum on December 31 2011 and adjustable in the

month immediately following the publishing of rate adjustments by the Peoples Bank of China during the term of the

loan and are payable in installments on various scheduled repayment dates between December 2011 and December

2013 Borrowings under the loan agreement arc secured by the land use rights property and plants of Henan

Zhongpin Henan Zhongpin repaid $1.3 million of the loan in March 2011 and another $1.0 million of the loan in

December 2011 $6.1 million remained outstanding as of December 31 2011

In February 2010 Henan Zhongpin entered into loan agreement with the Agriculture Bank of China

pursuant to which Henan Zhongpin borrowed RMB 71 million $11.3 millionAll amounts borrowed under the loan

agreement bear interest at floating rate that is based on the prime rate published by the Peoples Bank of China for

loans with the same or similar terms on the drawdown date 6.65% per annum on December 31 2011 and adjustable

in the month immediately following the publishing of rate adjustments by the Peoples Bank of China during the term

of the loan and are payable on February 2013 Borrowings under the loan agreement are secured by the land use

rights property and plants of Henan Zhongpin

In December 2009 Henan Zhongpin entered into loan agreement with the Agriculture Bank of China

pursuant to which Henan Zhongpin borrowed RMB 70 million $11.1 millionAll amounts borrowed under the loan

agreement bear interest at floating rate that is based on the prime rate published by the Peoples Bank of China for

loans with the same or similar terms on the drawdown date 6.90% per annum on December 31 2011 and adjustable

in the month immediately following the publishing of rate adjustments by the Peoples Bank of China during the term

of the loan and are payable in installments on various scheduled repayment dates between October 2011 and

December 2014 Borrowings under the loan agreement are secured by the land use rights property and plants of

Luoyang Zhongpin Henan Zhongpin repaid $0.2 million of the loan in October 2011 and another $0.2 million of the

loan in December 2011 $10 million remained outstanding as of December 31 2011
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In November 2009 Henan Zhongpin entered into loan agreement with China Merchants Bank pursuant to

which Henan Zhongpin borrowed RMB 95 million $15.1 million The first 50% of the loan was drawn down in

November 2009 and the remaining 50% of the loan was drawn down in March 2010 All amounts borrowed under the

loan agreement bear interest at floating rate that is based on the prime rate published by the Peoples Bank of China

for loans with the same or similar terms on the drawdown date 6.90% per annum on December 31 2011 and

adjustable in the month immediately following the publishing of rate adjustments by the Peoples Bank of China

during the term of the loan and arc payable in installments on various scheduled repayment dates between December

2011 and December 2014 Borrowings under the loan agreement are guaranteed by Luoyang Zhongpin

In May 2002 Henan Zhongpin entered into loan agreement with the Bank of Communications Zhengzhou

Branch which is the intermediary bank for 40-year term loan in the amount of $2504969 from the Canadian

government Under the terms of the loan agreement 58% of the principal amount $1452882 of this loan bears

interest at the fixed rate of 6.02% per annum and remaining principal amount of this loan is interest free The loan is

repayable in fixed amount of $145671 which includes both principal and interest that is payable on semi-annual

basis through November 15 2041 Borrowings under the loan agreement are guaranteed by the Financing Department

of Henan province

The following table shows the minimum payment obligation for the next five years

Due on December 31

2012

2013

2014

2015

2016 and thereafter

Subtotal

Less current portion

Total

Amount

16016419

50151566

38089797

6348299

2671668

113277749

16016419

97261330

INCOME TAX

The income before income taxes for the years ended December 31 2011 2010 and 2009 was as following

Income in China-based entities

Income in non-China and non-US entities

Loss in the U.S entity

Elimination during consolidation process

Income before income taxes

Years Ended December 31

2011 2010 2009

73029299 66794810 53893780

9297 9789 20780
4015523 4291105 4464561

-- -- 2009

69023073 62513494 49409448
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The income tax provision for the years ended December 31 2011 2010 and 2009 was as follows

Current

China

Federal

State

Deferred

China

U.S _____________ _____________ _____________

Deferred tax assets and liabilities reflect the net tax effects of temporary differences between carrying

amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes

Significant components that give rise to deferred tax assets and liabilities as of December 31 2011 were as follows

At December

2011 2010

Current

Bad debt allowance 247249

Accrued salaries 150495

Other accrued liabilities
_____________________ _____________________

Current deferred tax asset 397744

Non-current

Depreciation

Net operating loss carry forwards
____________________ ___________________-

Total Non-current

Valuation allowance
___________________ ___________________

Net non-current deferred tax assets/liability
____________________ ____________________

The U.S entity had an accumulated net operating loss NOLs of $18251851 14236328 and $9945223

at December 31 2011 2010 and 2009 respectively There was no net operating loss in 2005 Under the U.S tax laws

the net operating loss can be carried forward for 20 years and carried back for years Accordingly the nominal

deferred tax assets could be $6388148 at December 31 2011 valuation allowance is required when there is

significant uncertainty as to the realizability of deferred tax assets Because the realization of the U.S entitys

deferred tax assets is dependent upon future income in the U.S operations that have generated losses management

determined that the U.S entity does not meet the more likely than not threshold that NOLs and deferred tax assets

will be realized Accordingly the full amount of the valuation allowance was provided against the potential tax

benefits

The PRC subsidiaries had an accumulated net operating loss of $4661345 2973915.90 and $1787127 at

December 31 2011 2010 and 2009 respectively Under the PRC tax laws the net operating loss can be carried

forward for years and cannot be carried back Accordingly the nominal deferred tax assets could be $1165336 at

December 31 2011 Management believes that only portion of these potential tax benefits is more likely than not to

be realized as these PRC subsidiaries will generate operating profits in the foreseeable future As result valuation

allowance of $1 086626 was provided against the potential tax benefits for the PRC subsidiaries

2011

4738934

2009

3731444

Years Ended December 31

2010

4260084

26559

4233525

69107

4808041

87624

3819068

315342

257449

572791

603109
7553484

6950375

7474774

524399

531990
5726194

5194204

5556338

362134
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Pursuant to PRC Enterprise Income Tax Law EIT the PRC subsidiaries of Zhongpin Inc is

obligated to withhold income tax on dividends paid-out to the U.S entity foreign entity and non-resident

for earnings retained after January 2008 As the PRC subsidiaries are wholly or majority owned by the

U.S holding entity the Company anticipates no cash dividends in the foreseeable futures and all earnings

will be used to re-invest in the PRC subsidiaries Accordingly no withholding income tax were accrued

The difference between the effective income tax rate and the expected federal statutory rate was as follows

Years Ended December 31

2011 2010 2009

Statutory rate 34.0% 34.0% 34.0%

Income tax rate reduction 9.0% 9.0% 9.0%
Pennanent differences 21 .1% 8.3% 19.5%
Valuation allowance 2.6% 0.10% 3.5%

Other 0.00% 0.00% l.3%

Effective income tax rate 6.5% 6.8% 7.7%

The permanent differences were related to tax-exempted profits that were derived from conducting

slaughtering live stock business

10 EQUITY TRANSACTIONS

Activities in 2010

During 2010 warrants to purchase an aggregate of 37500 shares of common stock were exercised with an

exercise price of $5.00 per share on cashless basis In connection with these transactions the Company issued an

aggregate of 29028 shares of common stock For cash flow purposes these transactions were non-cash transactions

During 2010 warrants to purchase an aggregate of 375000 shares of common stock were exercised with an

exercise price of $5.00 per share on cash basis In connection with these transactions the Company issued an

aggregate of 375000 shares of common stock and received $1875000 For cash flow purposes these transactions

were cash transactions

During 2010 warrants to purchase an aggregate of 14950 units were exercised on cash basis Each unit is

comprised of two shares of the Companys Series preferred stock and five-year warrant to purchase one share of

the Companys common stock with the exercise price of $4.00 per share At the time of exercise of the unit warrants

the holders also exercised the underlying warrants to purchase shares of common stock In connection with these

transactions the Company issued an aggregate of 44850 shares of common stock and received $194350 cash

proceeds from such issuances For cash flow purposes these transactions were cash transactions

During 2010 warrants to purchase an aggregate of2l650 units were exercised on cashless basis Each unit

is comprised of two shares of the Companys Series preferred stock and five-year warrant to purchase one share of

the Companys common stock with the exercise price of $5.00 per share At the time of exercise of the unit warrants

the holders also exercised the underlying warrants to purchase shares of common stock In connection with these

transactions the Company issued an aggregate of 51145 shares of common stock For cash flow purposes these

transactions were non-cash transactions

During 2010 warrants to purchase an aggregate of 11250 shares of common stock were exercised with an

exercise price of $5.50 per share on cashless basis In connection with these transactions the Company issued an

aggregate of 8454 shares of common stock For cash flow purposes these transactions were non-cash transactions
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During 2010 warrants to purchase an aggregate of 75564 shares of common stock were exercised with an

exercise price of $5.50 per share on cash basis In connection with these transactions the Company issued an

aggregate of 75564 shares of common stock and received $415602 For cash flow purposes these transactions were

cash transactions

During 2010 warrants to purchase an aggregate of 50000 shares of common stock were exercised with an

exercise price of $10.00 per share on cashless basis In connection with these transactions the Company issued an

aggregate of 15565 shares of common stock For cash flow purposes these transactions were non-cash transactions

During 2010 warrants to purchase an aggregate of 48312 shares of common stock were exercised with an

exercise price of $8.00 per share on cashless basis In connection with these transactions the Company issued an

aggregate of 30865 shares of common stock For cash flow purposes these transactions were non-cash transactions

During 2010 warrants to purchase an aggregate of 2375 shares of common stock were exercised with an

exercise price of $8.00 per share on cash basis In connection with these transactions the Company issued an

aggregate of 2375 shares of common stock and received $19000 For cash flow purposes these transactions were

cash transactions

During 2010 options to purchase an aggregate of 43000 shares of common stock were exercised on broker-

assisted cash basis In connection with the transaction the Company issued 43000 shares of common stock and

received approximately $0.4 million

Activities in 2011

During 2011 the Company issued 5000000 shares of common stock at $14.10 per share In connection with

the transaction the Company received approximately $66.4 million

During 2011 warrants to purchase an aggregate of 15000 units were exercised on cashless basis Each unit

is comprised of two shares of the Companys Series preferred stock and five-year warrant to purchase one share of

the Companys common stock with the exercise price of $5.00 per share At the time of exercise of the unit warrants

the holders also exercised the underlying warrants to purchase shares of common stock In connection with these

transactions the Company issued an aggregate of 17342 shares of common stock For cash flow purposes these

transactions were non-cash transactions

During 2011 the Company repurchased 2798538 shares of common stock from the secondary market In

connection with the transaction the Company paid approximately $23.1 million

11 STOCK WARRANTS AND OPTIONS

As of December 31 2011 the Company had outstanding warrants and options to purchase an aggregate of

1314564 shares of common stock

On January 30 2006 the Companys board of directors and shareholders adopted and approved and on

February 27 2007 the Companys board of directors and shareholders approved the amendment and restatement of

the Companys Amended and Restated 2006 Equity Incentive Plan the Incentive Plan The Incentive Plan allows

for awards of stock options restricted stock grants and share appreciation rights for up to 1800000 shares of

common stock On April 21 2008 the Compensation Committee of the Companys board of directors approved and

on June 26 2008 the Companys shareholders approved an amendment to the Incentive Plan for the purpose of

increasing the authorized shares from 1800000 shares to 2500000 shares

The Company adopted the fair value recognition which requires the measurement and recognition of

compensation expense for all stock-based payment awards made to the Companys employees and directors including

stock options and employee stock purchases Stock-based compensation expense for stock options was based on the

grant-date fair value During the process of estimating the fair value of the stock options granted and recognizing

share-based compensation the following assumptions were adopted
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The fair value for these awards was estimated using the Black-Scholes option pricing model with the

following weighted average assumptions assuming no expected dividends

Years Ended December 31

2011 2010 2009

Expected life years

Expected volatility 57.76-57.97% 65.11-66.96% 39.91-40.33%

Risk-free interest rate 1.15-1.34% 1.30-1.42% 1.15-1.36%

Dividend yield

The expected volatilities are based on the historical volatility of the Companys common stock The

observation is made on weekly basis The observation period covered is consistent with the expected life of the

options The risk-free rate is consistent with the expected terms of the stock options and is based on the United States

Treasury yield curve in effect at the time of grant In estimating expected lives of the options the Company
considered the contractual and vesting terms of awards along with historical experience however due to insufficient

historical data from which to reliably estimate expected lives Zhongpin used estimates based on the simplified

method set forth by the SEC in Staff Accounting Bulletins No 107 where expected life is estimated by summing the

awards vesting term and contractual term and dividing that result by two Insufficient historical data from which to

reliably estimate expected lives is expected to exist for the foreseeable future due to different terms associated with

awards granted in recent years along with other factors

Granting Activities in 2010

On March 31 2010 the Company granted stock options to an executive officer to purchase 33000 shares of

the Companys common stock with an exercise price of $12.70 per share equal to the closing price of the Companys

common stock on March 31 2010 These options were accounted for using the fair value method with the expense

being recognized ratably over the requisite service period one year for the executive officer and will expire on the

fourth anniversary of the vesting date The compensation expense for these options amounted to $129938 for the year

ended December 31 2010

On April 24 2010 the Company granted stock options to its 22 employees to purchase 240000 shares of the

Companys common stock with an exercise price of $13.42 per share equal to the closing price of the Companys

common stock on April 23 2010 the last trading day before April 24 2010 Saturday These options were accounted

for using the fair value method with the expense being recognized ratably over the requisite service period one year

and will expire on the fourth anniversary of the vesting date The compensation expense for these options amounted to

$898087 for the year ended December 31 2010

Granting Activities in 2011

On March 31 2011 the Company granted stock options to an executive officer to purchase 34000 shares of

the Companys common stock with an exercise price of $15.15 per share equal to the closing price of the Companys

common stock on March 31 2011 These options were accounted for using the fair value method with the expense

being recognized ratably over the requisite service period one year for the executive officer and will expire on the

fourth anniversary of the vesting date The compensation expense for these options amounted to $152809 for the year

ended December 31 2011

On April 24 2011 the Company granted stock options to its 22 employees to purchase 240000 shares of the

Companys common stock with an exercise price of$l5.48 per share equal to the closing price of the Companys

common stock on April 21 2011 the last trading day before April 24 2011 Sunday These options were accounted

for using the fair value method with the expense being recognized ratably over the requisite service period one year

and will expire on the fourth anniversary of the vesting date The compensation expense for these options amounted to

$1002622 for the year ended December 31 2011
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At December 31 2011 the Company had unrecognized stock-based compensation in the aggregate amount of

$446026 That cost is expected to be recognized by April 2012 summary of stock warrant and option activities

during the two-year period ended December 31 2011 is as follows

Weighted- Weighted Average

Warrants and Average Exercise Remaining Aggregate

Options Price Contractual Life Intrinsic

Outstanding at 12/31/09 1478765 8.19 2.44 7.25

Exercisable at 12/31/09 1215237 7.77 7.84

Granted 273000 13.33

Exercised 691251 5.89

Forfeited or expired 4950 5.00

Outstanding at 12/31/10 1055564 11.21 2.57 3.76

Exercisable at 12/31/10 720000 10.61 4.22

Granted 274000 15.44

Exercised 15000 5.00

Forfeited or expired
______________

Outstandingat 12/31/11 1314564 12.16 2.38 0.70

Exercisable at 12/31/11 993000 11.46 0.75

The weighted-average grant-date fair value of stock warrants and options granted during the years 2011 2010

and 2009 was $6.10 $5.40 $2.69 respectively The total intrinsic value of warrants and options exercised during the

years ended December 31 2011 2010 and 2009 was approximately $0.2 million $9.6 million $3.5 million

respectively

The total fair value of options vested during the years ended December 31 2011 2010 and 2009 was

$1474050 $1480100 $1269445 respectively The total stock-based compensation for the years ended December

31 20112010 and 2009 were $1610815 $2343771 and $1679959 respectively

12 EARNINGS PER SHARE

Earnings per share basic and diluted for the years ended December 31 2011 2010 and 2009 were as

follows

Years Ended December 31

2011 2010 2009

Net income attributable to common shares 64220727 58279969 45590380

Basic Earnings Per Share

Basic earnings per share from net income 1.66 1.67 1.48

Diluted Earning Per Share

Diluted earnings per share from net income 1.66 1.65 1.46

Weighted average number of common shares

outstanding basic 38505027 34837656 30750054

Dilutive effect of stock options 34853 432754 480482

Weighted average number of common shares

outstanding diluted 38539880 35270410 31230536
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All potentially dilutive securities were included in diluted earnings per share as the average market price is

greater than the exercise price of the warrants and options outstanding

13 GOVERNMENT SUBSIDIES

The central and local governments in China provided Henan Zhongpin with various subsidies to encourage its

research and development activities its construction of new facilities using information technology its building cold

chain logistics and distribution networks and its other contributions to the local community such as increasing

employment opportunities The government subsidies are generally classified as earmarked such as research and

development activities or non-earmarked The interest subsidies were earmarked to offset the Companys interest

expenses incurred in relation to the construction of its vegetable and fruit production facility All subsidies were

accounted for based on evidence that cash has been received and the earmarked activities have taken place Subsidies

earmarked for research and development activities were first offset against relevant research and development

expenses incurred and interest subsidies were offset against the relevant interest expense incurred Non-earmarked

subsidies are generally recognized as other income

Government subsidies received by the Company during the years ended December 31 2011 2010 and 2009

were as follows

Deferred subsidies opening balance

Interest subsidies

Earmarked subsidies _________________ _________________ _________________
Total

__________________ __________________ __________________

Subsidies received

Interest subsidies

Earmarked subsidies

Unearmarked subsidies ________________ ________________
Total

__________________ __________________ __________________

Subsidies recognized

Interest subsidies

Earmarked subsidies

Unearmarked subsidies _________________ _________________
Total _________________ _________________ _________________

Deferred subsidies year ending balance

Interest subsidies

Earmarked subsidies
_________________ _________________ _________________

Unearmarked subsidies _________________ _________________ _________________
Total

_________________ _________________ _________________

Subsidies received and other income recognized are translated at the average exchange rate The beginning and ending

balances are translated at the year-end exchange rate The deferred portion is reflected on the Consolidated Balance as

under Deferred Subsidy separated into current and long-term with the current portion representing the amount to be

recognized in FY20 12 and the long term portion representing the amount to be recognized after FY20 12

2011 2010 2009

196552

2012744

3933795

6143091

196552

5591

3933795

4135938

2007153

2007153

591001

4184302

4775303

591001

4184302

4775303

537256

92227

3440569

4070052

537256

92227

3440569

4070052

--

--
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14 FAIR VALUE MEASUREMENT

The Company has adopted ASC Topic 820 Fair Value Measurement and Disclosure which defines fair

value establishes framework for measuring fair value in GAAP and expands disclosures about fair value

measurements It does not require any new fair value measurements but provides guidance on how to measure fair

value by providing fair value hierarchy used to classif the source of the information It establishes three-level

valuation hierarchy of valuation techniques based on observable and unobservable inputs which may be used to

measure fair value and include the following

Level Quoted prices in active markets for identical assets or liabilities

Level Inputs other than Level that are observable either directly or indirectly such as quoted prices for similar

assets or liabilities quoted prices in markets that are not active or other inputs that are observable or can be

corroborated by observable market data for substantially the full term of the assets or liabilities

Level Unobservable inputs that are supported by little or no market activity and that are significant to the fair

value of the assets or liabilities

Classification within the hierarchy is determined based on the lowest level of input that is significant to the

fair value measurement

The Companys financial items are classified within Level of the fair value hierarchy The carrying amount

of cash and cash equivalents accounts receivable other receivables advance to vendors accounts payable and

accrued liabilities capital lease obligations and short-term loans are reasonable estimates of their fair value because of

the short term nature of these items Long-term debt approximates fair value since the bank term loans are fixed rate

instruments and bear interests at the rate dictated and published by the Peoples Bank of China The current rates

published by the Peoples Bank of China approximate the interest rates of the loans outstanding

15 COMMITMENTS AND CONTINGENCIES

Mutual Guarantee

In June 2011 Henan Zhongpin entered into mutual guarantee agreement with Huanghe Group upon the

expiration of previous mutual guarantee agreement between Henan Zhongpin and Huanghe Group Under the

agreement Henan Zhongpin agreed to guarantee bank loans of Huanghe Group in an amount up to $23.8 million and

Huanghe Group agreed to guarantee Henan Zhongpin bank loans in an amount up to $23.8 million The agreement

will expire in June 2012 At the expiration of the agreement each party will remain obligated under its guarantee for

any loans of the other party that are outstanding on the date of expiration of the agreement

The business purpose for the mutual guarantee is to provide each party with credit line from banks that

would have otherwise been unavailable absent the guarantee As bank credit loans are generally unavailable in China

companies are required to provide either pledge of assets third-party guarantee or combination of both in order

to receive loans In the case of pledges companies can pledge their assets including among other things land

buildings and machines to banks as collateral to secure loans however banks generally will only loan up to 50% to

70% of the value of the pledged assets Alternatively if company provides the banks with guarantee agreement

the banks generally will loan up to 90% to 100% of the amount being guaranteed

Henan Zhongpins obligation as guarantor to repay loans on behalf of Huanghe Group will only arise if Huanghe

Group cannot repay its loans and proceeds from liquidating Huanghe Groups pledged assets are insufficient to cover its

outstanding debt Henan Zhongpins actual liability for such guarantee should the guarantee obligation become due will

vary depending on the difference between the outstanding bank loan plus accrued interest and the proceeds received for

the liquidated collateral Henan Zhongpin did not pledge any of its assets in connection with the mutual guarantee

agreement as this guarantee was not based on credit quality concerns but rather based on the local banks requirements

In the event Henan Zhongpin is required to pay all or portion of any loans covered by the mutual guarantee Henan

Zhongpin would seek reimbursement for such payment from Huanghe Group
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At December 31 2011 Henan Zhongpin had outstanding guarantees for $23.8 million of Huanghe Groups

bank loans under the agreement All of the bank loans guaranteed by Henan Zhongpin will mature within the next 12

months As result the maximum potential amount of future payments undiscounted Henan Zhongpin could be

obligated to make under the mutual guarantee at such date was $23.8 million The Company did not record any

liability on its balance sheet with respect to this mutual guarantee as the Company believes based upon its continuing

due diligence on Huanghe Group and its business that Henan Zhongpins liability there under remains contingent

Legal Proceedings

As of December 31 2011 there was no material legal proceeding to which the Company was party or to

which any of the Companys assets was subject that will have material adverse effect on the Companys financial

statements as whole

Capital Leases

In November 2009 Henan Zhongpin entered into sale-leaseback agreement with CMB Financial Leasing

Co Ltd CMB Leasing pursuant to which Henan Zhongpin sold to CMB Leasing equipment with book net

value of $8.3 million for $5.9 million and leased such equipment back The lease payments for this equipment are

paid on quarterly basis over three-year period and consist of fixed payment based upon 36-month amortization

of the purchase price plus an interest component that is based upon the rate announced from time to time by the

Peoples Bank of China for three-year loans At December 31 2011 the quarterly rental fee under the agreement was

$564066 which included an interest component calculated at the rate of 5.82% and adjustable in the quarter

following any rate adjustments published by the Peoples Bank of China Henan Zhongpin has the right at the end of

the lease term to repurchase all of the equipment for nominal purchase price

In November 2009 Luoyang Zhongpin entered into sale-leaseback agreement with CMB Leasing pursuant

to which Luoyang Zhongpin sold to CMB Leasing equipment with book net value of $6.8 million for $4.4 million

and leased such equipment back The lease payments for this equipment are paid on quarterly basis over three-year

period and consist of fixed payment based upon 36-month amortization of the purchase price plus an interest

component that is based upon the rate announced from time to time by the Peoples Bank of China for three-year

loans At December 31 2011 the quarterly rental fee under the agreement was $421565 which included an interest

component calculated at the rate of 5.82% and adjustable in the quarter following any rate adjustments published by

the Peoples Bank of China Henan Zhongpin has the right at the end of the lease term to repurchase all of the

equipment for nominal purchase price

In November 2009 Zhumadian Zhongpin entered into sale-leaseback agreement with Dc Lage Landen

China Co Ltd De Lage Landen pursuant to which Zhumadian Zhongpin sold to Dc Lage Landen equipment

with book net value of $5.9 million for $6.0 million and leased such equipment back The lease payments for this

equipment are paid on monthly basis over three-year period and consist of fixed payment based upon 36-month

amortization of the purchase price plus an interest component that is based upon the rate announced from time to time

by the Peoples Bank of China for three-year loans At December 31 2011 the monthly rental fee under the

agreement was $187341 which included an interest component calculated at the rate of 5.78% and adjustable in the

month immediately following the publishing of rate adjustments by the Peoples Bank of China during the term of the

loan Henan Zhongpin has the right at the end of the lease term to repurchase all of the equipment for nominal

purchase price
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Under the Companys non-cancellable lease agreements the minimum lease payments for the remaining lease

terms are summarized as follows

Capital

Leases

2012

2013

Total minimum lease payments

Less amounts representing interest

Less current portion

Capital lease non-current portion

5917925

5917925

148713
5769212

5769212

The Company operates in only one segment meat production The Companys vegetable and fruit operations

both financially and operationally do not represent significant enough portion of its business to constitute separate

segment However the Companys product lines are divided into two divisions pork and pork products and

vegetables and fruits

The pork and pork products division is involved primarily in the processing of live hogs into fresh frozen and

processed pork products The pork and pork products division markets its products domestically to retail stores and to

food retailers foodservice distributors restaurant operators and noncommercial food service establishments such as

schools hotel chains healthcare facilities the military and other food processors as well as in certain international

markets on limited basis

The vegetables and fruits division is involved primarily in the processing of fresh vegetables and fruits The

Company contracts with more than 100 farms in Henan province and nearby areas to produce high-quality vegetable

varieties and fruits suitable for export purposes The proximity of the contracted farms to operations ensures freshness

from harvest to processing The Company contracts with those farms to grow more than 25 categories of vegetables

and fruits including asparagus sweet corn broccoli mushrooms lima beans and strawberries

Sales by Division

U.S dollars in millions

Years Ended

December 31

2011 2010 2009

Pork and Pork Products

1456.2 946.7

December

16 SEGMENT REPORTING

Chilled pork

Frozen pork

Prepared pork products

Vegetables and Fruits

Total

890.1 514.6 396.1

347.7 258.5 224.8

202.5 157.4 93.0

15.9 16.2 12.1

726.0
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2011

Cost of Sales by Division

U.S dollars in millions

Years Ended

December 31

2010 2009

822.6 629.5

13.4 10.1

639.6

Gross Profit by Division

U.S dollars in millions

Years Ended

December 31

2011 2010

148.6

2.7
_______________

151.3 ______________

17 CONDENSED FINANCIAL STATEMENTS OF THE PARENT COMPANY

2009

107.9 84.6

1.9

86.5

The condensed financial statements of Zhongpin Inc the parent company have been prepared in

accordance with accounting principles generally accepted by the United States of America Under the PRC laws and

regulations the Companys PRC subsidiaries are restricted in their ability to transfer certain of their net assets to the

parent company in the form of dividend payments loans and advances The amounts restricted include paid-in capital

capital surplus and statutory reserves as determined pursuant to PRC generally accepted accounting principles

totaling RMB 3692.2 million equivalent to $586.0 million and RMB 2491.2 million equivalent to $376.2 million

as of December 31 2011 and 2010 respectively

1291.7

13.2

1304.9 836.0

Pork and Pork Products

Vegetables and Fruits

Total

Pork and Pork Products

Vegetables and Fruits

Total

2.8

110.7
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The following represents the condensed unconsolidated financial information of the Parent Company only

Assets

Current assets

Cash

Amount due from subsidiaries

Other receivables

Prepayment __________________

Total current assets

Investments in subsidiaries __________________
Total assets ____________________

LIABILITIES AND SHAREHOLDERS EQUITY
Current liabilities

Accrued salaries

Other payables

Amount due to subsidiaries _________________
Total current liabilities

Total shareholders equity _________________
Total liabilities and shareholders equity __________________

CONDENSED STATEMENTS OF OPERATIONS

Amount in U.S Dollars

Equity earnings from unconsolidated

subsidiaries

General and administrative expenses _________________

Income before income taxes

Income tax _______________
Net Income

CONDENSED BALANCE SHEET

Amount in U.S Dollars

December 31

14439523

58790

33105

114531418

414212872

528744290

552047

526749

24286640

25365436

503378854

528744290

2011 2010

118796611

26750

118823361

256177314

375000675

330835

727672

2948344

4006851

370993824

375000675

20092011

68236250

4015523
64220727

64220727

Years Ended December 31

2010

62571074

4291105
58279969

58279969

50054941

4464561
45590380

45590380
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CONDENSED STATEMENTS OF CASH FLOW
Amount in U.S Dollars

Net cash used in operating activities

Net cash used in investing activities

Net cash provided by financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents beginning of year

Cash and cash equivalents end of year

Basis of Presentation

The condensed financial information has been prepared using the same accounting policies as set out in the

Companys consolidated financial statements except that the parent company has used equity method to account for its

investments in subsidiaries

18 QUARTERLY FINANCIAL INFORMATION

Year Ended December 31 2011

2011

23131074

66356662
43225588

2009

Years Ended December 31

2010

2888992

2888992

5137

5137

58849774

58814199

35575

40712

5137

Q3 Q2 Qi

In thousands except per share amounts

Q4

405886

36230

15252

9700

0.25

0.25

398086

40037

24726

18323

0.46

0.46

Selected Income Statement Data

Net Sales

Gross Profit

Income From Operations

Net Income

Net Income per Common Share

Basic

Diluted

Selected Income Statement Data

Net Sales

Gross Profit

Income From Operations

Net Income

Net Income per Common Share

Basic

Diluted

366453

39146

23642

19315

0.48

0.48

Year 2010

285783

35916

22784

16883

0.47

0.47

Total

1456208

151329

86404

64221

1.66

1.66

Q3 Q2 Qi

In thousands except per share amounts

Q4

286286

33198

20042

17984

0.51

0.50

241076

27279

15800

14681

0.42

0.42

215073

25334

13961

12365

0.36

0.35

204285

24918

14483

13250

0.38

0.38

Total

946720

110729

64286

58280

1.67

1.65
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